THE 


QUARTERLY JOURNAL 


OF 


ECONOMICS 





AUGUST, 1920 


CONTENTS 


. THE AMERICAN MERCHANT FLEET: A WAR ACHIEVE- 
MENT, A PEACE PROBLEM - - - Edmund E. Day 


. THE REPORT OF THE ROYAL COMMISSION ON THE 
BRITISH INCOME TAX - - - - A.C. Pigou 


. THE MEAT-PACKING INVESTIGATION -_ G. 0. Virtue 
. THE ACCURACY OF LABOR - - - L. Kotany 


- THE GRAIN CORPORATION AND THE GUARANTEED 
WITEAT PRICE - - - - Wilfred Eldred 


VI. THE TRANSITION FROM GOVERNMENT CONTROL OF 
SUGAR TO COMPETITIVE CONDITIONS 
Joshua Bernhardt 
REVIEWS: 
Recent Textbooks - . - Charles E. Persons 
Bertrand Russell on Socialism - - G.A. Kleene 
The Literature of Guild Socialism - Niles H. Carpenter 


NOTES AND MEMORANDA: 
Profit-Sharing in Great Britain - James Ford 


CAMBRIDGE, MASS., U.S.A. 
HARVARD UNIVERSITY PRESS 


LONDON: HUMPHREY MILFORD 


Oxrorp Untversity Press 


1920 





The Quarterly Journal of Economics 


Published by Harvard University 


Books, periodicals, and manuscript to be addressed, EDITORS of QUARTERLY 
JOURNAL OF ECONOMICS, Cambridge, Mass. 

Business letters to be addressed, HARVARD UNIVERSITY PRESS, Randall 
Hall, Cambridge, Mass. Subscription, $5.00 a year. 


Editor 
F. W. TAUSSIG 


Associate Editors 
T. N. CARVER C. J. BULLOCK 
W. Z. RIPLEY W. M. PERSONS 
O. M. W. SPRAGUE W. M. COLE 
E. E. DAY H. H. BURBANK 
J. S. DAVIS 


CONTENTS FOR FEBRUARY, 1920 


. THE PRESENT CONDITION OF ECONOMIC HISTORY. N. S. B. Gras 


. THE COST OF LIVING FOR WORKING WOMEN: A CRITI- 
CISM OF CURRENT THEORIES. . : Dorothy W. Douglas 


RAILROAD VALUATION BY THE INTERSTATE COMMERCE 
COMMISSION. I. : . . . Homer B. Vanderblue 


WHAT IS RURAL ECONOMICS 2 John Ise 


. THE GOVERNMENT AND THE NEWSPRINT PAPER 2 MANU- 
FACTURERS. e : E. O. Merchant 


. THE SCOPE AND NATURE OF THE “LABOR TURNOVER 
PROBLEM s é ° Sumner H. Slichter 


VO. THE SEPARATION OF "RAILWAY “costs BETWEEN 
FREIGHT AND PASSENGERS. . .... . Julius H. Parmelee 


NOTES AND MEMORANDA: 
A Unique Arbitration Case. . William Z. Ripley 
Economics in the British Workers’ Educational Association . Herbert Feis 
The Capitalization of the Land Tax . . . . H. G. Hayes 


Keynes, The Economic Consequences of the Peace . . . F. W. Taussig 


CONTENTS FOR MAY, 1920 


I. NITROGEN: ITS FIXATION, ITS USES IN PEACE AND WAR Grinnell Jones 
ll. PRICES AND CURRENCY IN JAPAN . . , . : . Victor S. Clark 
II. FACTORS DETERMINING THE INTEREST RATE . . . George R. Davies 
IV. THE GERMAN CAPITAL LEVY TAX . . , 7 . : J. Jastrow 
V. IS COMPETITION IN INDUSTRY RUINOUS.. ‘ . ‘ Eliot Jones 
REVIEWS: 
Hawtrey, Currency and Credit; Fisher, Stabilizing the Dollar Allyn A. Young 
Usher, Introduction to Industrial History of England . . N. S. B. Gras 
NOTES AND MEMORANDA: 
The Stock Clearing Corporation . . . : : . . Frederic Ernest Richter 
APPENDIX: 
The German Capital Levy Act (Reichsnotopfer) . 





Corrricnt, 1920, BY HARVARD UNIVERSITY. 
[Entered as Second-class Mail Matter. Acceptance for mailing at special postage raie provided for by Section 
1103, Act of October 3, 1917, authorized om July 31, 1918.) 


t 

















THE 


QUARTERLY JOURNAL 


OF 


ECONOMICS 


AUGUST, 1920 


THE AMERICAN MERCHANT FLEET: A WAR 
ACHIEVEMENT, A PEACE PROBLEM 


SUMMARY 


Introduction, 567.— Drifting during strict neutrality, 569.— The 
free registry law of 1914, 569.— A period of uncertainty, 571. — The 
Shipping Act of 1916, 571. — Organization of the United States Ship- 

ping Board, 573. — Formation of the Emergency Fleet Corporation, 
577.— Accomplishments during the war emergency, 579. — Reorgani- 
zation under the Urgent Deficiencies Appropriation Act, 579. — The 
shipbuilding program, 581. — Accessions of tonnage from other sources, 
584. — Government control of merchant shipping, 588. — Problems 
since the signing of the armistice, 592. — Liquidating the government’s 
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immediate future an experiment in government administration, 605. 


INTRODUCTION 


Amone the many cataclysmic economic changes 
wrought by the world war, few are as striking as the 
sudden emergence of a great American merchant fleet. 

American merchant shipping just before the war 
stood at the close of half a century of uninterrupted 
decline. In 1860 the American ocean-going fleet was 
practically as large as the British. Fully two-thirds of 
American exports and imports moved in vessels of 
American registry. In 1910 the American fleet had 
fallen to one-twentieth the size of the British; and less 
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than one-tenth of American seaborne foreign trade 
moved under United States flag. For years before the 
war, attempts to foster merchant shipping met with 
stolid indifference when not with vigorous opposition. 
The business men of the country were convinced that 
ocean transportation was an industry in which American 
labor and capital could not profitably engage. 

Today the situation is completely changed. Ameri- 
can merchant shipping occupies a commanding posi- 
tion. The fleet under United States flag is the second 
largest in the world, two-thirds as large as the British. 
Nearly one-half of American exports and imports are 
shipped in American bottoms. Popular sentiment has 
shifted from indifference and opposition to interest and 
support. From one end of the country to the other, 
business interests demand the permanent establish- 
ment of an American merchant marine. 

The present American merchant fleet, nevertheless, 
presents an unsolved problem — indeed, a problem 
which has not yet been squarely faced. Ships no more 
make a merchant marine than steel girders a railroad 
bridge. The American fleet as it stands today is a 
mammoth collection of war material. It was brought 
together because, in the face of Germany’s ruthless 
submarine attacks, ship tonnage was an indispensable 
means of successfully prosecuting the war. The prob- 
lem now is one of conversion and absorption. What has 
been acquired as an instrument of war must be turned 
into a resource of peace. Merely to demand a merchant 
marine will not accomplish this result. There must be 
accurate analysis of the experience of the war period 
and careful diagnosis of the present shipping situation. 
Only then can the issues be fairly met and a construc- 
tive American policy formulated. 
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Examination of American shipping experience during 
the war discloses a succession of distinguishable periods. 
For over two years the situation was marked by offi- 
cial observance of strict neutrality. The economic 
and political forces which gathered under this policy 
became so powerful that the close of 1916 and the 
opening of 1917 witnessed a necessary period of com- 
promise. The declaration of war by the United States, 
April 6, 1917, opened a brief period of controversy, 
closed only by a complete change of personnel in the 
government’s shipping organization. From the first of 
August, 1917, to the signing of the armistice was a period 
of coéperative effort in which shipping was increasingly 
coérdinated with the other war activities of the govern- 
ment. The close of active hostilities quickly shifted 
the shipping problem to the difficult task of converting 
the war fleet to permanent peace-time services. This 
problem still dominates the shipping situation. 


Drirtinc DurinG Strict NEUTRALITY 


In general, during the first two years of the war, 
American merchant shipping shifted for itself. The 
shortage of tonnage grew increasingly acute; the bel- 
ligerent nations vied with one another in drawing ship- 
ping to their own exclusive services; yet the American 
government did nothing. 

This attitude of inactive neutrality was broken only 
by the enactment, in August, 1914, of a free registry 
law, extending American registry as a safe haven to 
foreign shipping. Traditional American policy had 
excluded foreign-built vessels from American registry. 
Renunciation of this policy first occurred in the Panama 
Canal Act of August 24, 1912. This act provided that 
foreign-built vessels not more than five years old at the 
time of registration, and certified by the Steamboat 
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Inspection Service as safe to carry dry and perishable 
cargo, might be admitted to American registry for 
foreign trade. By an act of August 19, 1914, the five- 
year age limit was removed. Foreign-built vessels 
thereafter could obtain American registry upon passing 
the Steamboat Inspection Service test for seaworthiness. 

Numerous owners of foreign-built vessels quickly 
took advantage of the free registry act. The greater 
safety under neutral flag was apparently more than an 
offset to more expensive American operation. During 
the fiscal year ended June 30, 1915, about three-quarters 
of a million deadweight tons' were brought under United 
States flag by transfer from foreign registry. It might 
have been thought that the United States was to ac- 
quire large amounts of tonnage as a result of its new 
registry policy. 

Any such conclusion was unwarranted. In the first 
place, probably nine-tenths of the tonnage transferred 
in the first year was owned by American individuals and 
corporations and consequently already under American 
control while under foreign flag.? Furthermore, most of 
the foreign nations speedily enacted laws practically 
prohibiting the transfer of vessels to alien registry. 
Transfers under the law of 1914 fell during the fiscal 
year 1915-16 to approximately 100,000 deadweight 

1 Tonnage data compiled by the United States Bureau of Navigation and by nu- 
merous foreign offices are ordinarily in gross tons. In this article it is more convenient 
to use deadweight figures since most of the data are drawn from the records of the 
United States Shipping Board and Emergency Fleet Corporation, both of which have 
kept their records largely in deadweight, rather than in gross, tonnage. Deadweight 
tonnage of cargo vessels may be approximately obtained by multiplying gross tonnage 
by 2. This method of conversion was used in obtaining the figure given above. It will 
be used elsewhere when the deadweight tonnage is not officially reported. 

2 The traditional American policy of confining American registry to American-built 
vessels did not prevent American citizens from owning foreign-built vessels; it merely 
forced the registry of such vessels under foreign flag. The practice was to hold such 
vessels through foreign corporations the shares of which were held by American owners. 
The Commissioner of Navigation estimated that at the opening of the war such Ameri- 
can-owned foreign tonnage equaled in number of ships and somewhat exceeded in 


carrying capacity the tonnage registered for foreign trade under American flag. Annual 
Report, 1914. 
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tons. The aggregate acquisitions (deducting losses 
through war and marine risks) from August 19, 1914 to 
July 1, 1919 were about 1,000,000 deadweight tons. 
Under pre-war conditions such accessions would have 
been important. Under the circumstances of the war 
period they were of slight significance. 

The free registry act of 1914 might well have been the 
first step in a comprehensive program of legislation de- 
signed to enlarge the American fleet during the cru- 
cial months of European war. In fact, it was nothing 
of the sort. Constructive action was apparently incon- 
sistent with strict neutrality. For two years the govern- 
ment drifted. If there were an official program, it 
seemed to be to solve the shipping problem by presi- 
dential exhortation. Not until the fall of 1916 was 
positive legislation finally enacted. 


A PERiop or UNCERTAINTY 


The Shipping Act of September 7, 1916 introduced a 
brief period of compromise. The shipping experiences 
of the first two years of the war had convinced many 
that the only protection of American trading interests 
upon the high seas lay in government acquisition of 
merchant vessels. The Shipping Act was a compromise 
between those favoring a comprehensive program of 
government ownership of merchant shipping and those 
advocating continued reliance upon private initiative. 
Under the provisions of the act, the United States 
Shipping Board was empowered to build, repair or 
alter, buy, lease, or charter merchant vessels. In effect 
the power to build vessels was sharply separated from 
the power to acquire tonnage by other means. The 
power to build was limited only by the willingness of 
Congress to grant necessary appropriations.' On the 

1 The Shipping Act made $50,000,000 available for this purpose. 
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other hand, the Board’s authority to purchase, lease, or 
charter was narrowly restricted. Only those vessels 
could be taken which: 

1. Were about to be withdrawn from the foreign and domestic 
commerce of the United States without any intention on the 
part of the owners to return them within a reasonable time; 

2. Were under the registry or flag of a foreign country not en- 
gaged at the time in war; 

3. Were adapted or might by reasonable alterations and repairs 
be adapted for use as naval auxiliaries or naval transports, 
or for other naval or military purposes; 

4. Were, upon expert examination made under direction of the 
Board, found to be without alteration or repair, at least 75 
per cent as efficient as when originally put into commission 
as seaworthy vessels. 


The third and fourth conditions probably did not pre- 
clude the Board’s acquiring a large amount of tonnage, 
but the first two conditions placed practically all foreign 
vessels beyond the Board’s reach. Under the Act of 
1916, the only means for government acquisition of 
considerable tonnage was new building on government 
account, and in this direction Congress gave no promise 
of loosening the purse-strings. 

Not only was the Shipping Act of 1916 a compromise; 
it was a hybrid of legislation on two entirely different 
subjects. The second half of the law conferred upon the 
Shipping Board sweeping regulatory powers over ‘‘com- 
mon carriers by water.” Two classes of carriers were 
brought within the jurisdiction of the Board: (1) those 
engaged in foreign commerce, exclusive of ferry boats on 
regular routes and freight carriers known as “‘ tramps” ; 
(2) those engaged in interstate commerce, exclusive of 
carriers on irregular routes, on intrastate lines, and 
those operating solely on the inland waters of the 
country. In general, carriers brought under the 
authority of the Board were: (1) forbidden to give any 


1 Carriers engaged exclusively in the transportation of proprietary traffic also were 
exempted from application of the act. 
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unfair or unreasonable advantage or preference to any 
particular person, locality, or description of traffic in 
any respect whatever; and (2) required to file imme- 
diately with the Board a true copy, or if oral, a true and 
complete memorandum, of every agreement, under- 
standing, conference, or arrangement regulating rates, 
competition, the apportionment of earnings, traffic, or 
service. Deferred rebates and “fighting ships” were 
specifically prohibited. Carriers in foreign commerce 
were forbidden to charge discriminatory rates or rates 
prejudicial to American exporters; and were required to 
observe reasonable regulations and practices; and the 
Board was empowered to order an unjust rate or prac- 
tice discontinued and order a just one enforced. Car- 
riers in interstate commerce were required to observe 
just and reasonable rates, classifications, regulations, 
and practices, to file with the Board and keep open to 
public inspection all schedules of rates and charges, and 
not to charge more than such rates and charges except 
with the approval of the Board and after ten days’ 
public notice. Furthermore, the Board was empowered 
to prescribe reasonable freight rates for interstate 
carriers. Substantial penalties were provided for viola- 
tions of the act or failure to comply with its provisions, 
and the Board was given ample power to entertain 
complaints, conduct hearings, subpoena witnesses, file 
suits, and in general to take all action necessary to en- 
force the law. On its regulatory side the Act of Septem- 
ber, 1916, was as comprehensive as could be desired. 
The administrative organization created by the Ship- 
ping Act of 1916 consisted of a United States Shipping 
Board of five commissioners appointed by the Presi- 
dent, by and with the advice and consent of the Senate.' 
1 Six years was made the term of office and $7500 the annual salary of the com- 


missioners. The terms of the first appointees were “‘staggered”’ so that the term of oné 
member of the Board would expire each year, beginning with the end of the second year. 
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Appointment of commissioners was to be made with 
due regard to the requirements of the office and “‘a fair 
representation of the geographical divisions of the 
country.” Not more than three of the commissioners 
were to be appointed from the same political party. No 
commissioner was to be in the employ of, hold any 
official relation to, or be in any way pecuniarily inter- 
ested in any of the companies or persons subject to the 
Board’s action. The Board was thus designed to be a 
non-partisan, non-sectional, disinterested administra- 
tive organization. 

The first appointments to the Board reflected the 
disposition to compromise which prevailed at the time. 
In the first place, the President delayed nominations 
for over three months. It was not until the 22d of 
December that the President sent to the Senate for 
confirmation the following nominations: 


William Denman, Democrat, San Francisco, admiralty lawyer, 
term of six years; 

Bernard N. Baker, Democrat, Baltimore, ship owner and presi- 
dent of Atlantic Transport Line, term of five years; 

John A. Donald, Democrat, New York City, steamship opera- 
tor, term of four years; 

James B. White, Republican, Kansas City, lumberman and 
lumber exporter, term of three years; 

Theodore Brent, Progressive Republican, New Orleans, trans- 
portation expert, term of two years. 


These nominations aroused absolutely no enthusiasm, 
but were all confirmed by the Senate late in January. 
The Board then proceeded to organize for business, first 
electing Mr. Denman chairman.' 


1 Mr. Baker at once resigned on the 26th of January. For the greater part of its 
existence, the Board has been seriously hampered by the instability of its membership. 
The Board has had four different chairmen. Thirteen different commissioners have 
served during the three and one-half years since the Board was first created. The 
average term of office has been fourteen months. Mr. Donald alone has continued on the 
Board from the start. During only twenty-two months has the Board's membership 
been complete, and for two-thirds of this time Vice-Chairman Stevens was absent in 


—_——_—~—--=~@- ——_——- 
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Upon the whole, the initial personnel of the Board 
gave little promise of constructive action. This was 
particularly so after Mr. Baker’s early resignation. 
Such competence as the commissioners brought to the 
work of the Board lay in the direction of regulation of 
shipping rather than the upbuilding of the merchant 
marine. The men of the country who best_knew_ship— 
construction and operation were virtually excluded 
from the organization by the restrictions.placed upon 
_appointment to the Board. Men with wide shipping 
“experience and connections were held to be so enmeshed | 
in selfish interests as not to be eligible for the govern- 
ment service. 

For the first two months of its existence, the Shipping 
Board occupied itself with a matter of slight conse- 
quence. Section 9 of the Act of 1916 provides that when 
the United States is at war or during any national 
emergency the existence of which is declared by a 
proclamation of the President, no vessel registered or 
enrolled and licensed under the laws of the United 
States shall, without the approval of the Shipping 
Board be sold, leased, or chartered to any person not a 
citizen of the United States, or transferred to foreign 
Europe. Much of the time the Board has consisted of only three commissioners. 
Fortunately, the Act of 1916 provided that vacancies in the Board should not impair the 
right of the remaining members to exercise all the Board’s powers. The several succeed- 


ing commissioners of the Board with the dates of their appointment and retirement are 
given in the following list: 

















Commissioner Appointment oo 
confirmed 
William Denman* ......... January 19, 1917 PO a yA 1917 
Bernard N. Baker ......... ” oe January 26, 1917 
James B. White ........... . or, = July 24, 1917 
Theodore Brent ........... “ ee July 26, 1917 
John A. Donald ........... January 23, 1917 
Raymond B. Stevens ...... March 15, 1917 June 15, 1920 
Edward N. Hurley* ....... June 25, 1917 July 31, 1919 
gbeeewees August 8, 1917 March 4, 1919 

Charles R. Page ........... October 3, 1917 May 15, 1919 
John B. D cascccccces August 5, 1919 Mare! 

Henry M. Robinson........ September 15, 1919 
Thomas A. Scott .......... April 

William 8, Benson* ........ March 15, 1920 


* Chairman. t Still on the Board (June, 1920). 
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registry or flag. The Board almost as soon as organized 
requested the President to issue a proclamation declar- 
ing the existence of such a national emergency as con- 
templated in the act. The President promptly complied 
on February 5, 1917. Thereafter transfers of American 
vessels to foreign registry required the Board’s approval. 

The period was one of acute shipping shortage and 
attempts to transfer American vessels to foreign registry 
were numerous. The second annual report of the Board 
(p. 36) states that a large part of the time of the Board 
during its meetings in February and March, 1917, was 
occupied in considering applications for transfer of 
American vessels to foreign registry and for the charter- 
ing of American vessels by aliens. Upon the whole, the 
Board adopted a strict interpretation of its authority to 
approve transfers, and permitted transfer of only those 
wooden vessels and older and special-design iron and 
steel ships which were clearly of no particular value to 
the American merchant marine. At first the Board ex- 
perienced difficulty owing to the fact that vessels 
building in the United States might be sold to foreign 
interests despite the provisions of the September act. 
The Board consequently requested Congress to extend 
its authority to cover vessels in process of construction. 
An amending statute stopping this loophole was en- 
acted July 15, 1917. Thereafter it was impossible for 
foreign interests to acquire American tonnage either 
building or in service without the approval of the Board. 
It may safely be said that under the Board’s adminis- 
tration there has been no transfer from American to 
foreign flag of ships which could have served any useful 
purpose under United States registry. 

The preoccupation of the Board with matters of 
lesser importance was quickly terminated by the 
declaration of war by the United States on April 6, 
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1917. Emphasis at once shifted from the problems of 
regulation to those of construction. The regulatory 
measures of the Shipping Act have never since played 
a major part in the work of the Board. 

For the building of ships more elaborate organization 
seemed indispensable. The Act of 1916 had empowered 
the Board in the exercise of its functions to form one or 
more corporations under the laws of the District of 
Columbia. The total capital stock of such corporations 
was not to exceed $50,000,000. The Board was au- 
thorized for and on behalf of the United States to sub- 
scribe to, purchase, and vote not less than a majority 
of this capital stock, and the Treasury was instructed 
to place at the disposal of the Shipping Board the full 
$50,000,000 which the Board was authorized to use in 
purchasing the stock.' 

Acting under the authority thus given, the Board 
organized on April 16, 1917, under the laws of the Dis- 
trict of Columbia, the United States Shipping Board 
Emergency Fleet Corporation. Its capital stock of 
$50,000,000 was taken entirely by the Shipping Board 
except for the few qualifying shares of the directors. In 
legal form- the Emergency Fleet Corporation was a 
private organization: in fact, it was altogether an 
agency of the government. The intimate connection 
between the Board and Corporation was made evident 
in the selection of the Commissioners of the Board to 
serve as five of the seven trustees of the Corporation and 
the election of officers of the Board to the principal 
executive positions of the Corporation. The purpose of 
the Corporation as stated in the first annual report of 
the Shipping Board (p. 6) was ‘‘to place on a competi- 
tive equality with private shipping all vessels operated 

1 The Board might with the approval of the President sell any and all of the stock of 


the United States in such corporation, but at no time was it to be a minority stock- 
holder therein. Asa matter of fact, the Board has never offered any of the stock for sale. 








578 QUARTERLY JOURNAL OF ECONOMICS 


under government appropriations, by exempting the 
latter on the one hand from governmental restrictions 
not adapted to commercial practice, and by withholding 
from them on the other hand such immunity in domestic 
or international law as is customarily associated with 
government activity.” That the Emergency Fleet 
Corporation was a desirable addition to the agencies 
engaged in the government’s shipping program cannot 
be questioned. Beyond doubt it greatly facilitated 
execution of policies adopted by the government during 
the period of the war. 

As soon as the Emergency Fleet Corporation was 
fully organized, the Shipping Board delegated to it the 
authority to build ships conferred in the Act of 1916 
upon the Board. The government’s shipbuilding pro- 
gram has been entirely a concern of the Corporation. 
The capital of the Corporation, $50,000,000, was at once 
applied to the project of building ships. At first diffi- 
culties were encountered in letting contracts. Steel 
yards were at the time so completely tied up with earlier 
business that they offered little hope of considerable 
deliveries to the government for many months to come. 
Those interested in the wooden shipbuilding program 
were quick to take advantage of the situation and 
promised large deliveries of wooden ships at earlier 
dates. As a result, under the leadership of Mr. Denman, 
President of the Corporation as well as Chairman of the 
Board, the $50,000,000 available for new ships under 
the Act of 1916 was soon assigned to a program of 
wooden ship construction. 

Meanwhile in the completion of the organization of 
the Emergency Fleet Corporation, Major General 
George W. Goethals had been made general manager. 
The arrangement was not a happy one. On the one 
hand, Mr. Denman was thoroly committed to a huge 
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wooden shipbuilding program. Upon the other, General 
Goethals was frankly skeptical regarding the plans for 
wooden shipbuilding ' and urged the necessity of ener- 
gizing the steel shipbuilding industry of the country 
at the earliest possible moment. Further differences 
arose as to the design to be adopted for wooden ships. 
The dispute between the two officers of the Corporation 
grew increasingly acrimonious. It finally led in July, 
1917, to the resignations of both men at the request of 
the President. This brief period of controversy was thus 
brought to an early close. 


ACCOMPLISHMENTS DuRING THE WAR EMERGENCY 


With the withdrawal of Mr. Denman and General 
Goethals, a complete reorganization was effected. It 
took two lines: (1) an entire change of statutory au- 
thorization; (2) a complete change of personnel. The 
powers given to the United States Shipping Board in 
the Act of September 7, 1916, were rendered altogether 
insignificant by the authority granted under the 
Emergency Shipping Fund Section of the Urgent 
Deficiencies Appropriation Act of June 15, 1917. By 
this act the President of the United States was au- 
thorized: 


1. To place an order with any person for such ships or material 
as the necessities of the government, to be determined by the 
President, might require during the period of the war; 

2. To modify, suspend, cancel, or requisition any existing or 
future contract for the building, production, or purchase of 
ships or material; 

3. To requisition the output of any owner or occupier of any 
plant in which ships or material were built; 

4. To requisition and take over for use or operation by the 
United States any plant or portion of a plant, whether or not 

1 The skepticism has been abundantly justified by subsequent events. The wooden 


ships served no useful purpose unless it were to impress the enemy with the earnestness 
of our shipbuilding effort and to enlist political support for the program in this country. 
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the United States had any contract or agreement with the 
owner or occupier; 

5. To purchase, requisition, or take over the title to, or the 
possession of, for use or operation by the United States, any 
ships then constructed or in the process of construction or 
Speier constructed, or any part thereof, or charter of such 
ship. 

Compliance with orders issued under these provisions 
was given priority over all other orders or contracts. In 
case of refusal to obey the orders, the President was 
empowered to take immediate possession of ships or 
material at such reasonable prices as he should himself 
determine. Just compensation was required for all prop- 
erty taken under the Act. For acquiring ships under 
construction, plants, materials, and charters, the ex- 
penditure of $250,000,000 was authorized; for the 
construction of vessels on government contract, $500,- 
000,000 more. Authority granted to the President by 
the act was to continue until six months after a final 
treaty of peace should be proclaimed between the 
United States and the German Empire. All ships con- 
structed, purchased, or requisitioned under authority of 
the act were to be managed, operated, and disposed of 
as the President might direct. Finally, the President 
was authorized to delegate all power conferred upon 
him by the act to such agency or agencies as he should 
from time to time select. 

By an executive order, signed July 11, 1917, the Presi- 
dent delegated to the Emergency Fleet Corporation all 
the powers and authority vested in him under the act 
so far as they related to the construction of vessels. 
All his other powers and authority relating to shipping, 
granted under the act, the President delegated to the 
Shipping Board, with the provision that in the discre- 
tion of the Board the powers might be exercised by it 
directly or through the Emergency Fleet Corporation 
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or any other corporation organized by the Board for the 
purpose. The activities of the Board and of the Cor- 
poration during the period of the war were based almost 
exclusively upon this delegation of power from the 
President. 

The authority of the Corporation in the building of 
ships was essentially unrestricted and the task of con- 
structing the new fleet became the one absorbing in- 
terest of the Corporation’s huge Construction Division. 
The funds appropriated for the shipbuilding program 
under the Urgent Deficiencies Appropriation Act were 
immediately made available to the Corporation. Sub- 
sequently Congress placed practically no limit on the 
sums the Corporation might spend. Total authorizations 
of expenditure exceeded three and a half billion dollars. 

In order to unify the building program and to secure 
absolute control over building already in process or 
contracted for, the Corporation on August 3 requisi- 
tioned all hulls and materials in American shipyards 
intended for use in the construction of steel vessels of 
2500 deadweight tons or over, for private and foreign 
owners. As a result of this order the Corporation came 
into possession of rights to 431 vessels of a total of 
3,068,000 deadweight tons. The requisition order ap- 
plied to vessels in all stages of incompleteness; in some 
cases only a few materials had been secured, in other 
cases the ships were about to be delivered. More than 
half of the tonnage was controlled by foreign interests. 
At the time of the requisition practically all of the 
available shipbuilding capacity of the country was 
taken up either in the building of the requisitioned or of 
naval vessels. The requisition order gave the Corpora- 
tion undisputed control of all construction operations 
except those for the navy. 

Of the 431 vessels on private contract at the time of 
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the requisition order, 19, of 127,000 deadweight tons, 
were being fitted out; 131, of 964,000 deadweight tons, 
were on the ways; and the remainder, 281, of 1,977,000 
deadweight tons, had not even had their keels laid. 
Progress on the requisitioned vessels was naturally 
more rapid than upon those which were subsequently 
contracted for. The total requisitioned tonnage com- 
pleted during the period of actual hostilities was 
approximately 1,750,000 deadweight tons. This con- 
stituted three-fourths of the total new tonnage delivered 
to the Emergency Fleet Corporation prior to the signing 
of the armistice, and was a larger amount of tonnage 
than comprised the total American fleet registered for 
foreign trade at the opening of the world war. For 
this part of its fleet, the government had partly to 
thank the private concerns who had begun work upon 
the vessels before the start of the government’s own 
building program. 

Along with the program of completing the requisi- 
tioned vessels went a program of construction on con- 
tract. Themajorityof these contract ships were built for 
a lump sum. Some, however, were constructed on the 
basis of cost plus a fixed or sliding fee. Still others were 
built in the great “agency” yards constructed from 
government funds. Naturally, the contract building 
program was slower in making delivery than the re- 
quisitioned ship building program. The first contract 
for new construction was let on April 27, 1917; the 
first contract ship to be delivered was turned over to the 
Fleet Corporation in January, 1918. At the signing of 
the armistice the contract program had yielded ap- 
proximately 650,000 deadweight tons, about one- 
fourth of the total deliveries up to that date. 

The placing of contracts for vessels was only a small 
part of the program of building ships. The government 
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had to take an active and aggressive part in providing 
additional facilities for shipbuilding as well as accom- 
modation for those engaged in the work. In the last 
analysis the problem was to mobilize a sufficient body 
of competent and willing workers with an adequate 
1 equipment of necessary capital. When the United 
States entered the war there were in this country 37 
shipyards building steel vessels and 24 shipyards build- 
ing wooden vessels of over 3000 tons. There were 
143 ways in the steel yards and 73 ways in the wooden 
yards. About 70 per cent of the ways in the steel yards 
were then constructing vessels for the navy, and many 
of the wooden yards were unfit for modern shipbuilding 
purposes. An expansion of the shipyard facilities was 
thus one of the necessary tasks of the Fleet Corporation. 
At the signing of the armistice the number of steel ways 
available for the program of the Emergency Fleet Cor- 
poration had been increased from 143 to 398 and the 
numberof ways in the wooden yards from 73 to 418. The 
number of steel yards taking part in the program had 
been increased threefold, the number of wooden yards 
fivefold. The task of the Emergency Fleet Corporation 
was truly one of tremendous scope and proportions.' 
Numerous changes in the personnel of the Emergency 
Fleet Corporation organization accompanied the suc- 
cessful prosecution of the shipbuilding program. In 
the reorganization of July, 1917, General Goethals was 
succeeded by Rear Admiral Washington L. Capp, an 
authority on the subject of naval construction. Admiral 


1 The total appropriations for the shipbuilding program, as of December 31, 1918, 
amounted to $2,625,451,000. The total was made up of the following items: 
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Letter from Director General Pies to Chairman of Senate Committee on Com- 
merce, February 6, 1919, p. 72. 




















584 QUARTERLY JOURNAL OF ECONOMICS 


Capp was in turn succeeded by Rear Admiral Frederick 
R. Harris, Chief of the Bureau of Yards and Docks in 
the navy. Both of these naval officers brought to the 
Corporation an extraordinary mastery of the problems 
of navy ship design and construction; but they did not 
bring the necessary acquaintance with the problems 
of large-scale business organization and management. 
Admiral Harris remained in office less than three weeks, 
and was succeeded by Charles Piez of Chicago, a man of 
conspicuous business success. In the spring of 1918 it 
became clear that it was necessary still further to 
strengthen the organization if the construction program 
was to meet requirements. The appointment in April, 
1918, of Charles M. Schwab as director general of the 
Fleet Corporation supplied just the element that was 
needed. Mr. Schwab’s extraordinary genius for business 
organization and executive work and his surpassing 
personal force and magnetism aroused a high pitch of 
energy and enthusiasm. With the Emergency Fleet 
Corporation moved from Washington to Philadelphia so 
as to be out from under the direct influence of Congress 
and the Shipping Board, Mr. Schwab was able to pursue 
his own course and make the work of the Fleet Corpora- 
tion essentially an independent enterprise, altogether 
separate from the other activities of the organization in 
charge of the government shipping program. Under the 
leadership of Mr. Schwab, ships were turned out with 
almost inconceivable speed and the shipbuilding pro- 
gram of the government became one of the conspicuous 
successes of the war period. 

Ship construction, while the most obvious means of 
obtaining tonnage for the government’s war program, 
was after all only one of several available means. Under 
the direction of the Shipping Board, merchant tonnage 
was obtained for war service from a number of other 
sources: 
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1. Through requisition of American vessels under private 
ownership and operation and their subsequent removal from 
non-essential services; 

By transfer of vessels from the Great Lakes; 

By purchase of vessels from foreign owners; 

By charter of foreign tonnage; 

By requisition of Dutch ships; 

By seizure of enemy vessels. 


& Ot > oo bo 


The requisition of American flag tonnage was made 
by an order issued October 12, 1917, effective on the 
15th. Under this order all American steel power-driven 
cargo vessels of 2500 deadweight tons or over and all 
American passenger vessels of 2500 gross register, 
suitable for foreign service, were requisitioned for gov- 
ernment use. In practically all cases the Shipping 
Board did not wish to requisition the title of these 
vessels but merely the use. The requisition order of 
October, 1917, brought under government control 393 
vessels of 2,772,000 deadweight tons. On armistice day 
this requisitioned fleet had increased to 444 vessels of 
2,939,000 deadweight tons., 

The accession of tonnage through transfer of vessels 
from the Great Lakes was more picturesque than im- 
portant. Only small vessels could be brought down 
because of the necessity of passing the ships through 
the intervening locks and canals. Certain vessels which 
were too large to go through on their keels were cut into 
sections and floated through on their sides. The suc- 
cessful results were interesting from an engineering 
point of view but gave relatively little assistance to the 
government’s army program. Prior to the signing of the 
armistice, about 200,000 deadweight tons were added by 
transfer from the Lakes to the government’s ocean- 
going fleet. 

The purchase of vessels from foreign interests was 
stopped for the most part by action of the foreign gov- 
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ernments. As already pointed out, there was consider- 
able transfer of tonnage from foreign flags to American 
registry in the first year of the war; but accessions from 
this source fell to a low figure following the adop- 
tion of restrictive measures abroad. From the Japan- 
ese, however, it was possible to purchase thirteen steel 
cargo vessels already constructed and to contract for 
the building of thirty others. Chinese yards also under- 
took to build four on American order. None of the 
Japanese and Chinese contract ships came out before 
the close of hostilities, and aside from transfers of 
registry by private concerns — already considered — 
probably not more than 175,000 deadweight tons were 
acquired before armistice day by purchase from 
foreigners.’ 

Through the joint action of the Shipping Board and 
the War Trade Board, the government made every 
effort during the war to charter vessels from foreign 
countries. Agreements were made with five foreign 
countries: Denmark, Sweden, Norway, Japan, and 
France. Ships obtained from France were sailing ves- 
sels, consequently of relatively little use; and much 
other tonnage obtained under these agreements could 
not be put to war-zone use. Altogether the govern- 
ment, as a result of a series of negotiations with these 
foreign powers, secured about 150,000 tons of sailing 
tonnage and almost 1,000,000 deadweight tons of steam 
vessels. 

Dutch shipping in American ports was acquired under 
a presidential proclamation of March 20, 1918, issued 
after fruitless negotiations with the government of the 
Netherlands. The proclamation, in accordance with 
established principles of international law, authorized 


1 This is exclusive of enemy tonnage obtained from minor belligerent or neutral 
powers. 
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the Secretary of the Navy to take possession of all 
vessels of Netherland registry necessary for the prose- 
cution of the war. The vessels were to be manned, 
equipped, and operated by the Navy Department and 
the Shipping Board. The owners were to be given full 
compensation by the Board. Under the provisions of 
this proclamation, the government obtained 87 Dutch 
vessels of 534,000 deadweight tons, lying in widely 
scattered ports of the United States, including Porto 
Rico and the Philippines. 

When the United States entered the war, a large 
number of ships of German registry were interned in 
American ports. These vessels were at once taken over 
by custom house officials and later placed with the 
Shipping Board for repair. On May 12, 1917, Congress, 
by joint resolution, conferred authority on the President 
to take possession and title to all vessels which were 
under enemy ownership or registry when brought within 
American jurisdiction, and to operate, lease, charter, 
and equip them for the service or commerce of the 
United States. By executive order of June 30, 1917, the 
President authorized the Shipping Board to act under 
this resolution. The Board immediately made formal 
seizure to confirm possession of the vessels. Ninety-one 
vessels of nearly 900,000 deadweight tons were thus 
added to the government’s fleet.’ 

The different sources of tonnage contributed widely 
varying amounts to the emergency fleet under govern- 
mental control in the fall of 1918. The most important 
accessions came from the requisition order of October, 
1917, the construction of new vessels in American yards, 
the chartering of neutral tonnage, and the seizure of 
enemy vessels. The requisition of Dutch ships was also 


1 A number of other enemy vessels interned or seized by other countries were pur- 
chased or chartered by the Shipping Board during the war. 
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an important addition to the fleet. At the signing of the 
armistice, practically every source had been exhausted 
except new construction. 

The great merchant fleet held by the government was 
controlled through agencies set up by the Shipping 
Board. The first organization consisted of the Trans- 
portation Committee of the Emergency Fleet Corpora- 
tion. This was later converted into the Committee of 
Operations of the Corporation, and this in turn into a 
Division of Operations, coérdinate with the Construc- 
tion Division. On September 29, 1917, the trustees of 
the Emergency Fleet Corporation appointed a Director 
of Operations. Two months later all vessels owned by 
the Shipping Board were chartered to the Corporation 
Division of Operations. For a while general administra- 
tion of the requisition program and the operation and 
direction of all vessels under the control of the Board 
was solely in charge of the Division of Operations. 
From February, 1918, to January, 1919, however, the 
Shipping Control Committee in New York City was 
responsible for the allocation of vessels to cargoes and 
services. During this period the Division of Operations 
had charge of requisitioning ships, controlling freight 
rates, attending to repairs and physical upkeep, and 
making all financial and business arrangements with 
owners and operating agencies. Since January, 1919, 
supervision of the management and operation of the 
government’s merchant fleet had been altogether the 
work of the Division of Operations. 

Control of American merchant shipping during 1918 
was exercised largely by the Shipping Control Com- 
mittee. This Committee was organized on February 11, 
1918, by the Shipping Board acting in conjunction with 
the War Department. The Committee consisted of 
three members, one representing the British Ministry 














( 


THE AMERICAN MERCHANT FLEET 589 


of Shipping. Mr. P. A. S. Franklin, President of the 
International Mercantile Marine Company, was made 
chairman of the Committee and completely dominated 
its activities. 

The powers of the Shipping Control Committee were 
twofold: first, as the agent of the Shipping Board it 
allocated the merchant vessels under government con- 
trol to the services in which they were most needed; 
second, as agent of the War Department, it had entire 
charge of the operation of the cargo steamers assigned 
to the army for transport of military material to the 
American army abroad. So far as possible, vessels were 
turned over to the army cargo service. But a minimum 
movement of essential imports had to be preserved; 
and the Chilean nitrate trade had to be developed to 
proportions never before contemplated. In bringing 
commercial shipping to the bare requirements of essen- 
tial trade, the Committee was supposed to follow the 
import restrictions of the War Trade Board. These 
in turn were based upon the studies and recommenda- 
tions of the Division of Planning and Statistics of the 
Shipping Board. The importance of the work of the 
Committee can hardly be exaggerated. By the signing 
of the armistice practically all steam vessels over 5000 
deadweight tons, suitable for trans-Atlantic service 
under war conditions, had been withdrawn from the 
commercial trade and allocated to army use.! 

The government’s control of shipping was not con- 
fined to vessels brought definitely under its jurisdiction 
by purchase, requisition, seizure, and direct charter. 
In order to exercise, if possible, some measure of con- 
trol over alien shipping in American foreign trade, a 
Chartering Committee was appointed by the Shipping 


1 The War Department and War Trade Board had to bring considerable pressure to 
bear upon the Committee to bring about this result. 
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Board on September 29, 1917. This Committee set up 
offices in New York City. Its work was closely codrdi- 
nated with that of the Transportation Committee of the 
War Trade Board. All neutral ships, and all American 
vessels not covered by the requisition order of October, 
1917 — steamers under 2500 deadweight tons and sail- 
ing vessels of all sizes — plying between United States 
and foreign ports, were brought under the Committee’s 
control. For several months, control was secured 
through the aid of the War Trade Board’s exclusive 
power to grant licenses for bunkers and necessary im- 
ports and exports, and through the Treasury Depart- 
ment’s customs and inspection service. Since ships 
could hardly continue in American trade without the 
consent of these two government agencies, it was com- 
paratively easy for the Chartering Committee to obtain 
almost any terms from the ship operator as a condition 
to the approval of vessel charters. By this means ves- 
vels were kept to stated services, were made to agree to 
remain in American service, and were compelled to 
accept certain designated freight rates. 

The indirect control thus accomplished was made 
direct through Act of Congress July 19, 1918. This act 
granted to the President, or the agency designated by 
him, power to approve or disapprove of the charters 
of all vessels of the United States of any specified class 
or description; to determine and prescribe reasonable 
freight rates and conditions of transportation; to pre- 
scribe priorities in transporting goods by water; to 
control the procurement of fuel. The President was 
authorized furthermore to extend these provisions by 
proclamation to foreign vessels under charter to United 
States citizens, and to require that no citizen of the 
United States should charter any vessel of foreign 
nationality unless the charter were approved by the 
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President or his authorized agent. By proclamation of 
July 29, 1918, the President delegated to the United 
States Shipping Board the authority conveyed by the 
Act of the 19th. This authority was exercised by the 
Board during 1918 through the Chartering Committee. 
During the second half of 1918 not a charter was written 
nor a freight rate specified in the ocean-going trade 
of the United States without the approval of the agen- 
cies of the United States Shipping Board. Government 
control of merchant shipping in American service was 
absolute. 

Slow as was the progress made upon the shipping 
problem during the early days of the war, the govern- 
ment’s final shipping program was an assured success. 
It is true, of course, that there would have been a 
continuing shortage of shipping had the war lasted 
through the spring and summer of 1920. At the same 
time there would have been enough shipping to assure 
the successful prosecution of any military program that 
could possibly have been put through. Waste there 
surely was in the construction of shipping; unwilling 
codperation may have marred the relations between the 
Shipping Board and the War Department; certainly 
there were times when the Shipping Control Committee 
appeared to be more solicitous of the trading interests of 
the merchant marine than of the pressing military needs 
of the War Department. But upon the whole the gov- 
ernment’s regulation of shipping during the months 
prior to the armistice was a success. Two million men 
were placed in France with all the necessary military 
stores and supplies. The task was an unprecedented one 
and its successful accomplishment reflects great credit 
upon those who were instrumental in bringing it about. 








592 QUARTERLY JOURNAL OF ECONOMICS 


ProsuEMs SINCE THE SIGNING OF THE ARMISTICE 


The signing of the armistice completely overturned 
the shipping problem. As long as we were sending more 
and more men to France, control of merchant shipping 
had but a single object — the mobilization of merchant 
ships for the transportation of men and materials to 
Europe and the importation of materials for essential 
military and civilian uses. Unlike many other war proj- 
ects, the task of the Shipping Board did not dissolve 
with the close of actual hostilities. Upon the whole, the 
problem became even more difficult. In place of the 
single objective of the war period, there were at least 
two: first, the liquidation of the war program; and 
second, the much more difficult problem of utilizing the 
government’s control and resources for the upbuilding 
of a permanent mercantile marine. 

The problem of liquidating the war commitments was 
the simpler of the two. The phase of this problem to be 
most quickly settled was the shipbuilding program. 
The maximum active program of the Emergency Fleet 
Corporation had risen to the tremendous total of 3,148 
vessels of 17,400,000 deadweight tons.! About 2,400,- 
000 deadweight tons had been delivered when the arm- 
istice was signed. That event naturally brought an 
immediate reaction in the yards. Overtime work was 
eliminated and the workers dropped the record-breaking 
pace which they had acquired under the stimulus of 
Mr. Schwab’s leadership. Uncertainty as to the gov- 
ernment’s cancellation policy added to the slump. A 
material reduction in the building program obviously 
was desirable. How far it would be practicable to go was 


1 The original paper program had called for more than 18,000,000 deadweight tons. 
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uncertain. When officials of the Emergency Fleet Cor- 
poration finally undertook a review of outstanding 
contracts, consideration was given to the following 
factors: ! 


Cost to the Corporation of the cancellation proposed; 
Progress on the contract proposed for cancellation; 
Quantities of material assembled at the yard; 

Percentage of material already manufactured or fabricated; 
Status of contracts for the amortization of plant investment; 
Whether the yard were an old or a new one; 

Whether the Corporation had an investment interest in the 
contract; 

Whether the program showed a surplus of the type of vessel 
proposed for cancellation; 

9. Whether the general labor situation in the yard would be dis- 
turbed by cancellation. 


ot & & 90:99 = 
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The laying of keels for wooden ships was immediately 
stopped on a general order; steel construction was 
handled vessel by vessel. Cancellations and suspensions 
finally amounted to about 3,825,000 deadweight tons, 
constituting about 22 per cent of the pre-armistice 
building program. By far the greater part of the govern- 
| ment’s shipbuilding has been done since the signing of 
: the armistice. 

Deliveries during 1919 established high records, 
greatly in excess of the highest figures of 1918. In April, 
1919, over 800,000 deadweight tons were turned over to 
the Emergency Fleet Corporation. The program is now, 
in the summer of 1920, virtually completed. It has 
added to the American merchant fleet more than 2350 
vessels of over 13,500,000 deadweight tons. More than 
1700 of these vessels, of 11,500,000 deadweight tons, are 
of steel. When it is realized that the entire American 
merchant marine engaged in foreign trade at the open- 
ing of the war hardly exceeded 1,500,000 deadweight 





1 Third Annual Report, United States Shipping Board, pp. 81, 82. 
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tons, an idea is obtained of the tremendous proportions 
of the government’s shipbuilding effort. 

The relinquishment of government control of pri- 
vately owned shipping was a somewhat slower process 
than the revision of the building program. At the sign- 
ing of the armistice practically two-thirds of the tonnage 
under government control was in the direct service of 
the army and navy. Altho the army needed increasing 
numbers of troop transports for the return of the men 
during the spring of 1919, its need of cargo transports at 
once declined, and the release of tonnage from army serv- 
ice was steady and substantial throughout the first half 
of 1919. Speedy relinquishment of government control 
would have been justified had it not been for the great 
food shipments undertaken in European relief during 
the early months of 1919. This movement set in during 
February and soon attained large proportions. In May, 
when the food relief movement was at its height, a fleet 
of about 2,000,000 deadweight tons was employed — 
approximately one-fourth of the active tonnage under 
Shipping Board control. Despite the pressure which 
this task imposed upon American flag tonnage, release 
of privately owned tonnage was gradually effected, 
with the result that by June 30, 1919, only those vessels 
were still under requisition which were particularly 
adapted for the westbound troop movement. For the 
most part privately owned tonnage was free from 
government control within six months of the signing of 
the armistice.’ 

The release of requisitioned vessels did not prevent 
the Shipping Board from continuing to dominate the 
tonnage situation, for the fleet of vessels owned by the 
government was by far the largest plying in American 


1 Redelivery to the Dutch of the vessels requisitioned during the war proceeded 
slowly and was not pleted until the of 1919. 
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trade. The vessels were managed and operated by 
private companies, but always under the supervision of 
the Division of Operations of the Emergency Fleet Cor- 
poration, and subject always to the dictation of the 
Board and Corporation as to cargoes and service. In 
the employment of the vessels the Shipping Board has 
endeavored to establish regular sailings on more than 
twoscore trade routes, largely in trans-Atlantic and 
South American services where it has been thought that 
American exporters have a special interest. By this 
means the Shipping Board has attempted to do con- 
structive work in the permanent establishment of an 
American merchant marine. It might well have been 
even bolder and more imaginative in this part of its 
work. 

Meanwhile, early in 1919, the Board, under the leader- 
ship of Chairman Hurley, adopted the policy of selling 
the government’s tonnage to private purchasers. No 
restrictions as to nationality were placed upon the sale 
of the wooden vessels; in fact, special inducements were 
offered for the foreign purchase of these ships.! On the 
other hand, steel ships were offered only to American 
buyers. The Shipping Board in the summer of 1919 
established at New York City a Ship Sales Division 
which made every effort to dispose of the government’s 
vessels. Unfortunately the prices at which the vessels 
were held were so high as to discourage negotiations. 
Chairman Payne’s report to the Senate Committee on 
Commerce on February 21, 1920, stated that at that 
time the total sales consisted of the following vessels 
(excluding vessels reconveyed after have been requisi- 
tioned while building on private contract) : 


1 It has been recognized by all that the sale of the wooden vessels is merely a prob- 
lem in the salvage of war material. 
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Number sold Material Type 

96 Steel Cargo 

20 Wooden Cargo 

10 Composite Cargo 
5 Steel Passenger and cargo 
1 Steel Refrigerator 

23 Steel Barge 
1 Wooden Tug 

41 Wooden Barge 


Examination of the details of these sales discloses the 
fact that practically no sales of merchant ships have 
been effected save in cases where the purchasers have 
enjoyed shipping contracts which gave promise of being 
profitable enough to write off quickly a substantial part 
of the purchase price of the ships. There have been 
practically no sales of merchant ships under open mar- 
ket conditions. The ship sales policy of the Shipping 
Board has been thus far an unmistakable failure. 

But the most conspicuous failure of the Shipping 
Board management has followed from its complete lack 
of constructive policies. Congress and the people of the 
country have expected wise counsel from those who have 
had for many months the greatest responsibilities and 
largest opportunities imaginable in modern shipping. 
Section 12 of the original Shipping Act of 1916 def- 
initely instructed the Shipping Board to investigate 
certain matters important in the determination of 
permanent shipping policy. The Board was to obtain 
information regarding: 

1, The relative cost of building merchant ships in the United 

States and in foreign maritime countries; 

2. The relative cost, advantages, and disadvantages of operating 
in the foreign trade vessels under United States registry and 
under foreign registry; 

3. Methods of classifying and rating vessels abroad and in the 
United States; 

4. Domestic and foreign marine insurance, with a view to the 


steps necessary to develop a model marine insurance in aid of 
an American merchant marine; 


— 
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5. The navigation laws of the United States and the rules and 
regulations thereunder, with a view to amendment and im- 
provement of the laws; 

6. The legal status of mortgage loans on vessel property, with a 
view to improving the security of such loans and of encourag- 
ing investment in American shipping. 


Clearly Congress intended that the Shipping Board 
should assist in the formulation of shipping policy. 

In fact, the Shipping Board has contributed little to 
the solution of the problem. The provision that the 
Board furnish Congress with information has for the 
most part been a dead letter.! It was natural that the 
energies of the Shipping Board should be turned in other 
directions prior to the signing of the armistice, but there 
is no justification for the neglect of the important work 
of investigation since that time. A special committee 
appointed by the Board for the purpose of carrying on 
investigations required under Section 12 never func- 
tioned. The Division of the Shipping Board organiza- 
tion best qualified to carry on the investigations was 
abolished by order of Chairman Payne in August, 1919. 
On the side of scientific investigation of shipping prob- 
lems, the Shipping Board has never shown the slightest 
vision. Its contribution to the formulation of a per- 
manent shipping policy has been practically nil. 

This entire lack of far-reaching plans is the most 
serious feature of the present status of the American 
merchant fleet. In government circles there has been 
too much disposition to stand upon the record of gov- 
ernment control of shipping during the war, too little 
readiness to face the underlying factors of the present 
shipping situation. That the government’s experience 
with the fleet has been upon the whole a success proves 


1 The one important Shipping Board Report which has issued on the subjects 
enumerated is a report on marine insurance compiled under the able direction of Mr. 8. 
8. Huebner. This was carried through under the encouragement of the House Com- 
mittee on the Merchant Marine and Fisheries. 
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nothing regarding the possibility of a permanent mer- 
chant marine on a profit-making basis. During the war, 
the government used “strong-arm’’ methods, and the 
taxpayer and bond-subscriber paid all bills. But now 
the outcome is dependent ultimately on economic forces 
of a more fundamental character. 

In the first place, the shipping world is threatened 
with a surplus of tonnage within the next two or three 
years. The shortage of ship tonnage which has pre- 
vailed since the opening months of the war cannot pos- 
sibly continue. Ship construction has proceeded at an 
unprecedented pace during the past two years. Fully 
four times as much tonnage was launched during 1918 
and 1919 as during any two years before the war. Dur- 
ing the ten years before the war the world’s fleet of 
ocean-going merchant steam vessels increased at the 
rate of approximately one and a half million gross tons a 
year. If its increase at this rate had not been inter- 
rupted by the war it would have reached a total of 
about 54,000,000 gross tons at the middle of the current 
year. There is every indication that this figure has now 
been covered, and that, therefore, the world will have in 
the latter part of this year fully as large a fleet as it 
would have had had there been no war. Labor condi- 
tions may render this tonnage somewhat less efficient 
than a corresponding amount would have been under 
pre-war conditions. Upon the other hand, it is probable 
that the demand for tonnage during the next few years 
will not be as great as it would have been had the war 
not had its destructive effects. It may be concluded, 
therefore, that should construction proceed at not more 
than half its pace of the past two years, a serious excess 
of shipping will surely result within the next two years. 
And even if construction, despite the enormously in- 
creased facilities, should not exceed the normal pre-war 
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figures, some excess of shipping is to be expected. This 
prospect must be kept constantly in mind in formulat- 
ing the government’s policy toward the American 
merchant marine. It has been easy enough to operate 
ships at a profit under the rates which have prevailed 
since 1914. It will be a very different matter to operate 
them successfully when competition assumes the in- 
tensity it is likely to show during the next few years. 

In the second place, it is probable that the fleet 
brought under American flag is seriously in excess of the 
United States flag tonnage which can be profitably 
employed in American trade. Careful estimates of the 
volume and movement of American exports and imports 
and the probable efficiency of shipping indicate that 
between 15,000,000 and 16,000,000 deadweight tons of 
shipping in continuous service are required to lift 
American foreign trade. But the country cannot expect 
to carry under its own flag all of its exports and imports. 
One-half, at most two-thirds, is within the bounds of 
possibility. Even the British just before the war were 
carrying only about 65 per cent of their combined ex- 
ports and imports under their own flag. If our ves- 
sels are operated with reasonable efficiency, the largest 
amount of tonnage we can expect to employ for the pres- 
ent in our own foreign trade is approximately 10,500,- 
000 deadweight tons. It is clear that we shall have at 
the end of the present year an aggregate ocean-going 
tonnage in excess of our present trade requirements. 
Consequently the sale of a substantial amount of ton- 
nage to foreign interests should be made a part of the 
government’s shipping policy. 

The composition of the present American merchant 
fleet is another important consideration in determining 
American shipping policy. The small merchant marine 
under United States flag at the opening of the war pre- 
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sumably consisted of those vessels best adapted to the 
trades in which the vessels were engaged. The size and 
speed of the ships built by the government, upon the 
other hand, have been dictated not by commercial con- 
siderations but principally by the desire to obtain a 
maximum of ship tonnage in a minimum of time. In- 
evitably, construction has run to certain standard sizes 
and to those types for the building of which yards have 
been already equipped. It is important, therefore, to 
raise the question how far the present American fleet is 
composed of vessels capable of meeting foreign competi- 
tion on favorable terms. 

The answer to this question will be most significant if 
attention is focused on steam vessels, and particularly 
on steel steamships. The sailing vessel had best be 
eliminated because the future of ocean transportation 
lies unmistakably in the power-driven ship. Wooden, 
concrete, and composite vessels had best be excluded 
because wooden vessels are demonstrably inefficient and 
so ill-adapted to American service as to be unprofitable 
to operate, and concrete and composite vessels are still 
so clearly in an experimental stage as to present a most 
uncertain future. The conditions under which the 
American merchant marine must meet foreign competi- 
tion will be set by the character of the fleet of steel 
steamships. 

The most significant size and speed comparisons that 
can be made are between the present American and 
British ocean-going steel steam fleets. A study of the 
percentage distribution of these two fleets by important 
size groups shows that the American fleet has a much 
larger proportion of small vessels and a much smaller 
proportion of large vessels. A like comparison of rela- 
tive speed shows that two-thirds of the Americari ves- 
sels possess less than twelve knots rating, whereas only 
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slightly more than one-half of the British ships are as 
slow. Of fast vessels (fifteen knots and over), the 
British have twice as great a proportion. The com- 
position of our fleet places us unmistakably at a dis- 
advantage as compared with the British, despite the 
fact that ours is a much newer fleet. 

Finally, there is the fundamentally decisive factor of 
comparative costs under American and foreign registry. 
The great disadvantage of American ships before the 
war was universally admitted. Ships, stores, repairs, 
crew, formerly cost the American operator much more 
than the foreign. These higher charges are what drove 
the American merchant marine from the sea. But the 
war has materially rediced the excess of American costs. 
The wages paid seamen on American vessels today are 
but slightly higher than those paid on foreign ships. 
Other operating expenses have been almost as strikingly 
equalized. Ship construction in Great Britain is about 
as expensive as in the United States. So far as capital 
charges in the shipping industry are to rest upon the 
cost of new vessels added to the fleets, American ship 
operation will be at no such prohibitive disadvantage as 
before the war. The difficulty on the side of capital 
account lies in the fact that the fleets of most British 
companies date back a number of years and are carried 
on the books today at substantially less than repro- 
duction cost. Until American shipping capital can be 
similarly written off, or the necessity of continual re- 
placements raises the capital value of all fleets to the 
costs of current reproduction, American ship operation 
will labor under most serious difficulties in competition 
with foreign flag tonnage. Even if capital cost can be 
fairly equalized, there is no certainty that American 


1 Tank vessels are excluded from all these comparisons. The American fleet of this 
type is in all respects superior to the British. 

















602 QUARTERLY JOURNAL OF ECONOMICS 


operation can be made profitable. Probably there are 
lines of shipping in which American business inge- 
nuity can overcome the present obstacles and win its 
way. Upon the other hand, probably there are other 
lines in which American effort will not succeed except 
with substantial grants made either directly or in- 
directly from the public treasury. The possibility of 
large subsidies, tho distasteful to many, must be faced 
in view of the present overwhelming sentiment in favor 
of an American merchant marine. The chances are, 
however, that a policy of ship subsidy, even if adopted, 
will do little more than postpone the day of final 
reckoning. In general, merchant marines have waxed 
and waned in response to underlying economic forces, 
not in answer to government aid. And among the many 
economic forces involved, none is so important as com- 
parative cost of operation. 

Factors such as those mentioned cannot be ignored in 
the ultimate settlement of American shipping policy. 
Yet the recommendations of the Shipping Board have 
given little evidence of a study of the general shipping 
situation. For several months after the signing of the 
armistice no recommendations at all were forthcoming 
from the Board. Finally, late in March, 1919, Chairman 
Hurley announced his proposal.' In substance it recom- 
mended sale of the government’s fleet to American 
citizens at the current world-market prices for similar 
tonnage. The government was to offer easy terms of 
payment extending over ten years. Until payments 
were completed, the government was to retain control 
of the employment of the vessels, actually extending 
financial assistance when vessels were assigned to un- 
profitable services which American trading interest 


1 The plan was altogether Mr. Hurley's; the other members of the Board knew 
practically nothing of it. 
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might require. In general, however, the government 
was to withdraw from the shipping business as soon as 
possible. The scheme was worked out with considerable 
elaboration. To the casual observer it might have sub- 
stantiated Mr. Hurley’s claim that the plan was formu- 
lated after a close personal study of conditions at home 
and in Europe, and after careful consideration of the 
best information he had been able to obtain about what 
is going on in other quarters of the globe.' In fact, the 
plan did little more than reflect a careful regard for 
prevailing popular sentiment. The public as a whole 
thoroly distrusts government ownership and manage- 
ment of the merchant fleet and demands a return of the 
ships to private enterprise. The same public insists 
that the financial costs of the war be kept at a minimum 
by the sale of the government’s war purchases on the 
best obtainable terms. Mr. Hurley’s plan was an at- 
tempt to meet these requirements of public opinion, not 
the factors of the shipping situation. 

Prompt sale of the fleet to private purchasers, as first 
proposed-by Mr. Hurley, has now been the policy of the 
Shipping Board for nearly a year and a half. What in 
general may be said of the outcome? The net effect has 
been to prove conclusively that a policy of sale means 
nothing apart from the specific terms upon which the 
vessels are offered. In practice the Shipping Board has 
held the government vessels at such prices as to pre- 
clude rapid transfer of the fleet to private hands. In 
practice, in other words, the Shipping Board policy has 
been designed to preserve the government fleet despite 
the Board’s protestations in favor of private owner- 
ship. 

The Merchant Marine Act of 1920, approved on 


a tp address delivered before the National Marine League, New York, March 27, 
19. 
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June 5, assures no substantial change in this situation.' 
The Shipping Board is authorized and directed to sell 
“fas soon as practicable, consistent with good business 
methods, and the objects and purposes to be attained 
by this Act, at public or private competitive sale after 
appraisement and due advertisement”’ all of the vessels 
acquired by the Board. But the Board has had au- 
thority to do this at all times. In determining the con- 
ditions of sale the Board is instructed by the act to 
“‘take into consideration the prevailing domestic and 
foreign market prices of the available supply of, and the 
demand for, vessels, existing freight rates, and prospect 
of their maintenance, the cost of constructing vessels of 
similar types under prevailing conditions, as well as the 
cost of the construction, or purchase price of the vessels 
to be sold, and any other facts or conditions which would 
influence a solvent, prudent, business man in the sale of 
similar vessels or property which he is not forced to 
sell.”” But surely the Board has not been selling ships 
without taking these matters into consideration. Per- 
haps the Act of 1920, by explicitly directing the Board to 
sell, clarifies somewhat the government’s policy. But 
it is to be noted that the act still leaves to the Board the 
actual definition of terms upon which the ships shall be 
disposed of. Whether the vessels will be rapidly or 
slowly transferred to private ownership depends upon 
decisions which must be made by the new and enlarged 
Board provided by the new law. 

It seems altogether probable that for many years to 
come the government will continue to own a large fleet 
of ocean-going merchant vessels. As much is confessed 
in the new law through the indefinite extension of the 
life of the Emergency Fleet Corporation. Much is to be 


1 There is no opportuaity to discuss in this article other aspects of the new legia- 
lation. 
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said for the adoption of the contrary policy of sale at 
prices low enough to give reasonable assurance of prof- 
itable operation by American operators under United 
States ship registry. Certainly the policy would have 
the great advantage of giving the business much- 
needed initial aid without forcing the government into 
the objectional policy of continuing ship subsidies. 
But there is little prospect of the adoption of such a 
policy. Moreover, the most propitious time for the 
policy has now passed. To dispose of the fleet rapidly 
by private sale at the present time would involve reduc- 
tions of price which the American taxpaying public is 
probably not prepared to accept. The chances are that 
the government’s ships will be offered at prices which 
will render sales slow. The probable continuation of the 
shipping activities of the government will also dis- 
courage private purchases. We must look forward to a 
long period of government ownership, with the form of 
private operation on government account with which 
the war period has made the country familiar. 

If this be the case, the shipping problem becomes for 
the next few years a tremendous experiment in govern- 
ment administration. Employment of the vessels will 
be supervised by government officials. The financial 
results of operation will be verified by government 
accountants. Furthermore, it is to be hoped that com- 
prehensive studies for ascertaining the most promising 
shipping services will be made by competent govern- 
ment experts; that alert and efficient shore agencies in 
foreign countries will be established under government 
auspices; that the operating contract now being intro- 
duced by the Division of Operations will be so per- 
fected as to place a definite premium upon efficient 
operation of the government’s vessels; and finally — 
to be hoped for most of all — that thoroly able men will 
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be brought to the Shipping Board organization. The 
increase of salaries of commissioners from $7500 to 
$12,000 per annum, as provided in the recent act, is a 
step in the right direction. The enlargement of the 
Board to seven members, once more geographically 
distributed, is a much more dubious alteration; but the 
changes which make possible the appointment of com- 
missioners with shipping experience and shipping con- 
nections constitute an unmistakable improvement. 

Upon the whole, our shipping problem for the imme- 
diate future has become a problem in personnel. Su- 
perior leadership by the Board may establish the 
American merchant fleet without excessive waste. It 
must be admitted that the events of the past year and a 
half do not offer ground for much encouragement. Un- 
less there is greater disposition to face the underlying 
facts of the shipping situation, the prospects are most 
forbidding. But there is room for hope in the thoro 
reorganization of the Shipping Board under the new 
law. A higher order of intelligence and far-sightedness 
may yet be brought to bear on the country’s pressing 
shipping problem. 


Epmunp E. Day. 
Harvarp UNIVERSITY. 





























THE REPORT OF THE ROYAL COMMISSION 
ON THE BRITISH INCOME TAX 


SUMMARY 


What is income ? Money and real, gross and net, income and capital, 
608.-— The married couple a unit ? 611. — Exemption limit, 612. — 
Earned and unearned income, 614. — Bachelors, married couples, 
children, 616. — Graduation; the new scheme, 619. — Collection at the 
source; undistributed company profits, 623. 


As a preliminary it is desirable to make clear what 
the business of the Royal Commission on the income 
tax was. It was not appointed to survey the whole tax 
system of the country. It had not to weigh income 
tax against death duties or tea duty. It had not to 
examine the comparative advantages of a high income 
tax as against a capital levy or a special levy on war 
wealth. Its function was a much more limited one. 
Taking the income tax as it is and assuming that the 
amount of money raised by it at present will have to be 
maintained, how can the various anomalies and unfair- 
nesses and complications of the tax, which have neces- 
sarily grown up with its growth, be best cured or 
palliated, so as to make this tremendous engine of 
revenue — probably the most powerful that the world 
has ever known — more equitable and less burdensome, 
but not less effective, than before. 

The question which presents itself first in logical 
sequence is: what exactly should be included in the 
object “ income,’’ on which income tax is assessed. To 
the uninitiated this may seem a perfectly simple ques- 
tion. In reality it is an extraordinarily difficult one, and 
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one which, in a number of different connections, has 
given rise to perplexing problems. 

First, there is a difficulty arising out of the relation 
between money income and real income. There is no 
substantial difference between the real income of service 
which is provided when a wife cooks for her husband 
and when his housekeeper cooks for him; but the 
housekeeper’s cooking is associated with a money in- 
come, namely the payment the housekeeper receives, 
while the wife’s cooking is not. Again, if a man owns a 
house and lets it, he receives a money income, with 
which, if he likes, he can hire similar house accommoda- 
tion for himself elsewhere; but, if he lives in his own 
house, he gets no money income from it. Yet again, one 
official is paid a small salary and is allowed board and 
lodging by his employer, another exactly similar official 
is paid a large salary and no board or lodging. There is 
no difference between the real incomes of the two men. 
Plainly the fundamental thing is real income. When 
money income does not correspond to this, it is real 
income, and not money income, on which the amount 
of a man’s income tax ought to be made to depend. In 
theory this is obvious. But in practice it can only be 
very partially achieved, because real income not repre- 
sented in money is often extremely difficult to evaluate. 
/ When a man occupies his own house, English income 
tax law assumes that he enjoys from it a real income 
represented by the money income he could get by let- 
ting it, and taxes him accordingly. But it does not do 
this with his furniture or his yacht or his motor car. 
Broadly we may say it is compelled by practical con- 
siderations to base itself not upon real income but upon 
money income, departing from this rule only in the 
special case of houses and lands. The Royal Commis- 
sion, in the main, accept this ruling; but they suggest 




















SURI sesesecsictrastins 


OR IT 





( 


BRITISH INCOME TAX 609 


that an attempt might be made, when a part of the 
regular remuneration of an employment is received in 
kind, to bring this remuneration within the scope of the 
tax. 

Secondly, there is the distinction between gross in- 
come and net income. It is plain that the proper object 
of an income tax is net income, and that, when charges 
are incurred in the process of obtaining income, these 
should be allowed for before assessment is made. Thus, 
the cost of tools and special clothes are allowed as 
expenses. But it is not clear how far this kind of allow- 
ance should be extended. In a sense a man’s expendi- 
ture on food and ordinary clothing constitutes a part of 
the expenses of earning an income; for, if he did not eat 
and clothe himself, he certainly would not earn any- 
thing. But it has generally been agreed, and the Com~~ 
mission propose no change, that the only expenses 
allowed should be those incurred in immediate and 
special connection with the work from which income is 
derived. 

Closely allied to the distinction between gross income 
and net income is the more difficult distinction between 
income and capital. Income tax is a tax on income, in 
which no account is supposed to be taken either of 
accretions to, or of losses from, capital. The line is very 
difficult to draw. When machinery is used up in two or 
three years in producing the income of those years, is 
the wearing out of the machinery a capital loss or is it an 
offset to gross income, to be allowed for before net in- 
come is calculated ? If depreciation of machinery is 
allowed for, what of depreciation of buildings: of 
obsolescence; of mine-shafts; of wasting assets gen- 
erally ? Under this head very difficult questions have 
to be decided. The Royal Commission recommend that 
the practice of allowing for capital wastage when it is 
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the necessary concomitant of income production shall 
be carried somewhat further than it is at present; but 
they do not advise that the full claims put forward in 
respect of various sorts of wasting assets should be 
conceded. 

There remain some difficult questions connected with 
receipts accruing, not regularly, but more or less 
casually — are these income and so properly amenable 
to income tax or are they capital ?—and other questions, 
about which there has been much dispute, concerning 
the income of persons grouped together in codperative 
societies and insurance companies. I do not propose 
to discuss these matters now. ‘The recommendations 
which the Commissioners make in connection with 
them, tho important, are not fundamental to the gen- 
eral scheme of their report. Broadly speaking, they 
have left the scope of the income tax and the general 
conception of income for income tax purposes sub- 
stantially where they found it. I pass on, therefore, 
to matters of more general interest. 

The British income tax, apart from its treatment of 
local authorities, is in intention and in effect a tax upon 
the income of natural persons. So far as it strikes 
companies, it strikes them as agents for the natural 
persons of whom they are formed; and, apart from un- 
distributed profits, of which I shall say something pres- 
ently, these persons are entitled to claim a return from 
the revenue authorities if the rate of tax levied on their 
money in the hands of a company has exceeded the 
rate to which they are themselves properly liable. 
This being so, it is evidently necessary, before anything 
further can be done, to decide what, among natural 
persons, is the proper unit of assessment. In the in- 
come tax hitherto that unit has been, for unmarried 
persons the individual, for married persons, the married 
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couple. There has been for a long time a confused 
complaint going on about this. Partly it has turned on 
points of sentiment. Certain militant ladies have com- 
plained that it is intolerable that their husbands should 
fill in their income tax forms for them, apparently 
ignorant of the fact that the existing law allows them, 
by a perfectly simple process, to secure this very 
troublesome privilege for themselves. But there is also 
a complaint of substance. Since the rate of tax is 
higher on a £1,000 income than on a £500 income, the 
practice of assessing the joint income of a married 
couple means that, if two people, each with £500 per 
annum, marry, the amount of taxation taken from them 
after marriage is greater than it was before; and this is 
called a penalty on marriage. It is even called deliber- 
ate encouragement by the State of illicit unions outside 
the marriage bond. On the other side there are three 
facts. First, under the existing social system for the 
great bulk of the population the incomes of husband 
and wife do constitute a common purse for the ordinary 
purposes-of life. Secondly, the cost of living to two 
married persons living together is less than the sum of 
the costs to a man and woman living separately; so 
that, all other things being equal, a married couple has 
a greater ability to pay taxation than the two members 
of it had jointly before they were married. Finally, 
there is this fact. A married couple made up of a hus- 
band with £1,000 a year and a wife with nothing 
obviously has the same taxable capacity as one made 
up of a husband and wife each with £500 a year. Under 
the existing system of joint assessment they are in fact 
taxed equally. Under the rival system of separate 
assessment, since income tax is charged at a higher 
effective rate on larger than on smaller incomes, the 
aggregate taxation for a married couple with £1,000 a 
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year would vary widely according to the way in which 
that £1,000 a year is contributed by the two spouses. 
It would be largest when one spouse contributed the 
whole and would become smaller and smaller the more 
nearly the two contributions approached to equality. 
This is plainly unreasonable. Moreover, it would be 
very difficult to prevent transfers of income between 
husband and wife so arranged as to reduce their joint 
burden of taxation to a minimum; and this would 
mean an enormous loss of revenue. The Royal Com- 
mission decided with practical unanimity that the 
existing system ought in substance to be maintained. 
This does not, of course, mean that equal incomes be- 
longing to a bachelor, a childless married couple and a 
married couple with three children will all have to bear 
exactly the same taxation. All that it means, as will 
become apparent shortly, is that for married persons the 
basis of assessment shall be the amount of their joint 
income, so that its tax burden is the same however it 
is divided between husband and wife. 

The next issue is the exemption limit. It has always 
been recognized that people with incomes below a cer- 
tain minimum cannot properly be called upon to pay 
income tax. Before the war the limit was £160. During 
the war it was reduced to £130; but the effect of this 
reduction was largely offset, for persons other than 
bachelors or spinsters, by the operation of (new) wife’s 
allowance and children’s allowances. The evidence 
given before the Commission made it clear that the 
effect of these allowances upon the actual, as con- 
trasted with the nominal, exemption limit, has not been 
properly understood. The Commission, therefore, at- 
tached some importance to a change of nomenclature. 
Instead of speaking of a single exemption limit of so 
much, associated with various allowances, they pro- 
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posed that it should be laid down in clear terms: the 
exemption limit for a single person is so much: for a 
married couple without children so much; for a married 
couple with one child so much; for a married couple 
with two children so much; and so on. They held that, 
if this were done, many misunderstandings would be 
wiped out, and many discontents felt with the income 
tax system, which exist purely in consequence of these 
misunderstandings, would be removed. There remained 
the point of substance: at what figures should the 
exemption limit for the various categories of persons 
whom I have distinguished be fixed ? Plainly this is 
not an issue which can be settled by any kind of rigid 
demonstration. Account must be taken, so far as is 
practicable, of the incidence of indirect taxes upon per- 
sons with small incomes; of the large changes which 
have recently taken place in the purchasing power of 
money; of the immense change that has taken place 
in the amount of revenue that the State needs to raise; 
of how far the country can afford, economically and 
politically, to leave large sections of the population 
outside the scope of direct taxation; and so on. These 
are the sort of considerations upon which, by a rough 
process of guesswork and of judgment, any decision 
must be built. The conclusion of the Commission is 
that, in present conditions, the following limits of 
exemption for persons with wholly earned incomes are 
appropriate: 

for a single person, £150; 

for a married childless couple, £250; 

for a married couple with one child, £290; 

for a married couple with two children, £320; 

for a married couple with three children, £350, 
and for each additional child a further addition of £30. 
When income is partly unearned, the corresponding 
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exemption limits should be somewhat lower, a £ of un- 
earned income being counted, in effect, as equal to +? of a 
£ of earned income. 

This leads naturally to my next point. Since 1907 
a distinction has been drawn in the British income tax 
law between earned income and unearned income. 
The latter, which the Royal Commissioners suggest 
might be better named investment income, consists 
roughly of all incomes derived from property, and the 
former of all incomes derived from personal exertions, 
including the whole of the income which the owner of a 
business under his own management receives from that 
business. Since 1907, except when a man’s aggregate 
income exceeds £2,500, unearned income has been 
taxed at a somewhat higher rate than earned income. 
Some people have taken the view that this distinction 
ought no longer to be retained. They point out that it 
leads, among other things, to the anomaly that, if a 
private person turns his business into a joint stock 
company, while still in effect remaining the sole owner 
of it, a large part of his income, which has hitherto 
been ‘‘earned,” will now become “unearned,” and will 
be taxed at a higher rate. They urge further that, if 
any distinction is made, it is illogical to rest content 
with one so rough as to treat in the same way income 
from a man’s own savings and income from inherited 
property. Moreover, they add, discrimination against 
the fruit of investment is bound to prove prejudicial to 
saving. There is, of course, considerable force in these 
objections. But on the other side there is the broad 
fact that, ordinarily speaking, a man whose income 
depends on his own life and exertions must necessarily 
save more against the future, and, therefore, has less 
taxable capacity, than a man with an equal income de- 
rived from investments. The Royal Commissioners 
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were of opinion that this consideration is decisive. They 
held that differentiation between earned and unearned 
income should continue; but, in view of the recent in- 
crease in death duties, which are in effect a kind of 
deferred tax on unearned incomes, and of the increases 
proposed by themselves in family allowances, they de- 
cided that the amount of differentiation might prop- 
erly be reduced in a small degree, 

Having come to this decision, they had next to deter- 
mine by what method the required differentiation could 
best be secured. Hitherto this has been done by mak- 
ing each of the several rates that are applied to different 
ranges of income below £2,500, 9d. less for earned than 
for unearned income. This arrangement has involved a 
very serious anomaly. Suppose a single man with an 
income of £240. Under the existing law that man is 
entitled to an abatement of £120. But, when part of an 
income is earned, the abatement must be made from the 
whole of the earned income before it is made from any 
of the unearned income. Thus, a man with £240 of 
unearned income is taxed to exactly the same extent as 
a man with £240 of income, half of which is unearned 
and half earned. Nor could the difficulty be got over by 
allowing the abatement to be made from unearned in- 
come in the first instance: for, if this were done, a man 
with £240 of wholly earned income would be taxed the 
same as one with £240 of the two sorts mixed in equal 
proportions. This means, in effect, that the privilege of 
a special rate for earned income is not extended to those 
owners of small amounts of earned income who may 
reasonably be supposed to need it most. This paradox 
— which has, of course, a much wider range when ac- 
count is taken of married couples with families as well 
as of single persons — would be obviated if abatements 
were drawn from the earned and the unearned parts of 
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mixed incomes in proportion to the amounts of these 
parts. But this, implying, as it does, a knowledge of the 
exact amount of both sorts of income before assessment 
is made, would involve great practical difficulties of a 
kind to which attention will be drawn in another con- 
nection shortly. The way out which the Royal Com- 
mission suggest is that, up to £2,000 each £ of earned 
income shall be treated as the equivalent of 4 of a £ of 
unearned income, and that all assessments shall be made 
upon this basis. 

Adjustment of tax to the different natures of two in- 
comes of equal amount is not the only, or the most im- 
portant, adjustment that fairness requires. An income 
that has to support a husband and wife, still more an 
income that has to support a husband and wife and 
three children, has not the same taxable capacity as an 
equal income belonging to a bachelor. This fact is 
recognized in the existing law by the provision, for 
small and moderate incomes, of abatements in the 
shape of wife’s allowance and children’s allowances. 
These allowances are justified by the same considera- 
tions that justify the establishment of higher exemption 
limits for family men and childless married couples 
than for bachelors or spinsters. But, with the exemption 
limit, as with the allowances, to determine the exact 
figure that is appropriate is a very difficult matter. 
From one point of view it may be argued that, the 
poorer the man is, the more help he needs, and, therefore, 
the bigger the allowance he should get for wife and 
children. On the other hand, it may be answered that a 
rich man’s wife and family in fact cost him more to 
maintain than a poor man’s; and that, if the difference 
in taxable capacity between a bachelor and a man with 
three children when the income is £500 is equivalent to, 
say, £200 of income, the difference at an income level 
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of £2,000 must be very much more than this. It has 
even been urged in some quarters that the income of a 
man with a wife and three children, whatever its amount, 
should be taxed as tho it were five incomes each of one- 
fifth its size. On this plan, with the existing scale, a 
married couple with three children would pay no in- 
come tax at all up to an income of £650 and would pay 
no supertax up to an income of £12,500. The Royal 
Commission have taken the view that the difference in 
the amount of income tax levied on single persons, 
married couples, and married couples with children 
should be decidedly greater than it is at present and 
should not be confined as at present to the lower ranges 
of income. They recommend that, for purposes of in- 
come tax, as distinguished from supertax, an abatement 
should be made from all incomes before taxation is 
imposed upon them, equal to the amount of the exemp- 
tion limit which has been fixed for each several cate- 
gory of persons. Thus, in terms of earned incomes, for 
bachelors and spinsters there would be an abatement of 
£150; for married childless couples £250; for married 
couples with three children £350; and so on. 

In these last sentences I have partly anticipated my 
next point. Under the existing law no differentiation is 
allowed in respect of any part of incomes that exceed 
£2,500, and no family allowances are given to incomes 
above £1,000. This arrangement is not easily de- 
fended. It is not a question of giving rich people privi- 
leges as compared with poor people, but of adjusting the 
burden fairly within each income class between people 
whose situations are different. A man with £3,000 
whose income is wholly earned has not the same taxable 
capacity as his neighbor with an equal income all de- 
rived from the funds; still less has the £3,000 man with 
a large family the same taxable capacity as the £3,000 
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bachelor. The Royal Commission recognize these facts. 
But they also recognize another fact, namely that, tho 
in all income classes the man with earned income and 
the family man have less taxable capacity than the man 
with investment income and the bachelor, yet, as in- 
comes get bigger, the proportionate taxable capacities 
of the different classes come closer together. Thus, if at 
the £500 level a man in family situation A has half the 
taxable capacity of a man in family situation B, at the 
£50,000 level he will have much more than half the taxa- 
ble capacity. A millionaire with three children might 
reasonably be called upon to pay very nearly 100 per 
cent of what the millionaire bachelor pays. The Royal 
Commission have endeavored to adjust their recom- 
mendations to these considerations by providing, first, 
that relief for ‘‘earnedness”’ of income shall only apply 
to the first £2,000 of any earned income, but that this 
relief for the first £2,000 shall be accorded to all in- 
comes, whatever their size; and, secondly, that the 
abatement for ‘‘marriedness” and ‘‘familyness”’ shall 
be extended to all incomes of whatever size. With the 
figures which the Commission recommend, this means 
that a bachelor with £2,000 earned income will pay £60 
less tax than a bachelor with £2,000 unearned income, 
and that a bachelor with £20,000 earned income will 
also pay £60 less tax than a bachelor with £20,000 un- 
earned income. This £60 is between } and 3 of the 
unearned £2,000 man’s tax, but it is only a little over 
i part of the £20,000 man’s tax. In like manner, 
the Commission’s recommendation about family allow- 
ances means that, at the £600 level a man (with only 
earned income) who has a wife and three children pays 
£54 less than a bachelor; and that the £20,000 family 
man also pays £54 less than the bachelor. At the £600 
level the relief for the family man is thus about 60 per 
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cent of the bachelor’s tax; but at £20,000 it is less than 
i part of that tax. 

I now pass to the difficult subject of graduation. The 
general principle that large incomes should contribute 
to income tax in larger proportion than small incomes is 
not now disputed by anyone. Nor did the Commission 
feel it necessary to revise in any fundamental way the 
general relations between the amounts of burden borne 
by different income classes under the existing law. But 
the existing law contains very grave defects of detail. 
Graduation is effected by means of a combination of 
abatements, the amounts of which differ for different 
incomes, of six different rates of tax applicable to six 
income zones under £2,500 and of supertax at progres- 
sive rates on larger incomes. Under supertax for the 
larger incomes there is a charge of 1/ in the £ on the 
first £500 above £2,000, 1/6 on the second £500, 2/ on 
the second £1,000 and so on. This system evidently 
provides a smooth and continuous progression. But 
for incomes below the supertax level progression is 
made by jumps. For example, an unearned income of 
£1,500 is charged at the rate of 4/6 in the £: but an 
unearned income of £1,501 and upwards at 5/3 in the 
£; the corresponding earned incomes being charged 9d. 
in the £ less. Unless special provision were made to 
obviate it, the result would be that a man who in- 
creased an income of £1,500 by £1 would have to pay 
£55, 10s. 3d. more taxation! The remedy provided for 
this under the present law is to allow a person in this 
position to hand over to the State the whole of any 
excess income he may have above £1,500 and then to 
pay on £1,500 at the £1,500 rate. This arrangement 
saves a man whose income is increased by a small 
amount above £1,500 from being actually worse off 
than before. But it means that any addition made to 
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his income, until this reaches £1576, 5s. 6d., leaves him 
no better off than he was before. In short, it means 
that, for incomes between £1,500 and £1576, 5s. 6d., 
the slice of income above £1,500 is taxed at the rate of 
20 shillings in the £. The same kind of thing happens 
at all the other points in the income scale where the 
rate of tax changes. Plainly, this is likely to be highly 
injurious to work and thrift and also intolerably unfair. 
Some remedy is imperatively needed. 

At first sight it would seem that nothing could be 
simpler. Why not apply the supertax method to all 
incomes, taxing each £ of the first £100 so much, each 
£ of the second £100 so much and so on throughout ? 
Or why not have a perfectly continuous scale under 
some mathematical formula, with separate rates for 
all possible quantities of income ? This is the natural 
thing to suggest; and, since it gives complete freedom 
in the adjustment of rates, it is plainly, if it can be 
worked in practice, alsc the right thing. But here we 
come up against one of the limiting conditions of the 
problem. The supertax method, or any formula method, 
requires that the Administration shall know the exact 
total of a man’s income before it can assess him. A 
great many incomes are made up of parts, some of 
which accrue in one place and some in another. Under 
the existing law, if we know that a man’s total income 
lies clearly within the range of, say, £1,000 to £1,500, 
any bit of income that he gets outside his main business 
can be taxed straight off at the 4/6 or, if it is earned, the 
3/9 rate. There is no need to know what he is receiving 
elsewhere. But under the supertax plan or a formula 
plan it would be impossible to assess these outlying 
incomes till the exact amount of the whole income was 
known. Moreover, if for any reason the assessment of 
any one part of a man’s income had to be altered during 
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the year, if for instance, a house belonging to him be- 
came unoccupied, the appropriate adjustment for this 
could not be made without reference to the exact details 
of all the other parts of his income. The official wit- 
nesses and other experienced persons before the Royal 
Commission laid very great stress upon these diffi- 
culties. For the small number of incomes above the 
supertax level they can be, and have been, got over: 
but to get over them for all the millions of incomes that 
have to be assessed to income tax throughout the 
country, would, we were very definitely told, constitute 
a task beyond the powers of the Inland Revenue 
authorities. That being so, some other method of 
graduation, not open to these objections, had to be 
found. 

It is easily seen that graduation of a kind is achieved 
under a single rate of nominal tax if an equal abate- 
ment is made from all incomes before the rate is ap- 
plied. For example, if the nominal rate is 6/ and the 
abatement £150, the effective rate on an income of 
£200 is 1/6; on £300 3/ and on £2,000 about 5/7. Is 
it possible, by a simple scheme of abatement, to secure 
a graduated scale of tax substantially in accord with the 
present scale, but free from the jumps by which this 
scale is spoiled ? A few trials with figures will make it 
plain to anyone that with one rate and one abatement 
this is not possible. The effective rates in the upper 
part of the scale could not be made high enough with- 
out those in the lower part being made too high. But 
by using two rates and one abatement the Commission 
have found that it is possible. Their plan is as follows. 
First, as I have already indicated, each £ of earned in- 
come up to £2,000 is to be converted into % of a £ of un- 
earned income. Then an abatement (expressed in 
unearned income) is allowed to each man according to 
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his family status: £135 (equivalent to £150 earned in- 
come) for a bachelor, £225 (equivalent to £250 earned 
income) for a childless married couple, and so on. On 
the whole balance of income above the abatement, an 
income tax of 3/ in the £ is imposed. For all incomes 
that exceed the appropriate abatement plus £225, the 
balance above the said abatement plus £225 is sub- 
jected to a surtax of 3/ in the £. On incomes in excess 
of £2,000 there is imposed further taxation on the 
existing supertax plan. A study of the diagrams pub- 
lished by the Commission will show that these arrange- 
ments provide a smooth scale in accordance with the 
general trend of the existing scale. Of course by vary- 
ing the abatements and the rates and the point of 
impact of the surtax, other graduated scales could be 
obtained. From the standpoint of equity the scheme 
proposed (and now adopted by the Chancellor of the 
Exchequer in his Budget) has great and obvious advan- 
tages over the existing scheme. 

From the standpoint of administration it is simple 
and easily worked. Consider, for example, a married 
couple with three children, the whole of whose income 
is earned. If the income is known to be below £350, no 
tax at all is levied. If it is known to be between £350 
and £600, an abatement of £350 is allowed, and all the 
rest of the income (multiplied, because it is earned, by 
*) is taxed, wherever it falls for assessment, at 3/. If 
the income is known to exceed £600, an abatement of 
£350 is allowed as before, the next £250 is taxed at the 
rate of 3/ (multiplied by 3) and the whole of the re- 
mainder at 6/ (multiplied by %): or, to put the same 
thing in other words, an abatement of £475 is allowed, 
and the whole of the balance, wherever it accrues, is 
taxed at the rate of 6/ (multiplied by 3). Thus, instead 
of having, like the present scheme, four critical points 
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below £2,000 at which the nominal rate changes, and 
in the neighborhood of which therefore there is special 
temptation to falsify returns, the proposed scheme has 
only one critical point. Simplicity and convenience of 
administration could hardly be carried further. It is 
true that, to make the scale work properly, it has been 
necessary to apply the supertax method of assessment 
to incomes between £2,000 and £2,500 as well as to 
those above £2,500; and this will mean extra work for 
the revenue authorities. But the work added there is 
almost certainly less than that saved on the main body 
of incomes. Every one has always known that income 
tax graduation could be made more satisfactory if we 
were prepared to pay a sufficient price in administrative 
difficulty. The Royal Commission has, I believe, de- 
vised a plan which makes graduation more satisfactory, 
and at the same time makes administration not more 
difficult but actually easier than it was before. 

One other matter calls for notice in connection with 
this subject. A root principle of the English income tax 
is that collection should be made so far as possible at 
source. This means that, when a man has income from, 
say, Shares in a company, the income is taxed in the 
hands of the company at the standard rate of 6/. If the 
man is not liable to an effective rate so high as 6/, he is 
entitled to have his actual payment adjusted to what 
that payment ought to be; if he is liable to more than 
6/, he has to make a direct payment of supertax in 
addition to the tax that has been deducted at the 
source. In its main features this system works exceed- 
ingly well, and the Commission is strongly of opinion 
that it ought not to be changed. But a difficulty arises 
in connection with that part of a company’s profits 
which is not distributed among the shareholders but is 
turned over as an addition to the capital of the company. 
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This money is, of course, money belonging to the share- 
holders, which they collectively choose to reinvest in 
their business. Properly speaking, therefore, such part 
of it as belongs to each individual shareholder ought to 
be taxed at the rate to which that shareholder is liable. 
But to do this would be administratively impossible. 
Consequently, the whole sum is, in fact, taxed at one 
rate, namely the standard rate of 6/. This arrange- 
ment involves some unfairness to those shareholders 
who are liable to less than the standard rate; tho it will 
be noticed that the number of people to whom this 
unfairness extends will be very much diminished when 
the Commission’s plan of graduation is carried through. 
Whereas at present all shareholders liable to an effec- 
tive rate of less than 6/, namely all those with (un- 
earned) incomes below £2,000, pay too much, under the 
Commission’s plan only those who have no income 
liable to surtax, namely bachelors with less than £360 
(unearned) and family men (having three children) 
with incomes of less than £540 (unearned), will pay too 
much. There is, however, from the point of view of the 
Revenue, a more serious difficulty. Rich persons liable 
to supertax escape supertax on that part of the income 
belonging to them which goes, in the form of undistrib- 
uted profits, into the capital of companies in which 
they have holdings. There is plainly no reason why 
the money they invest in this way should be treated 
more leniently than the money they invest in other 
ways. Moreover, there is evidence that deliberate use 
has been made of this loophole, by means of one-man 
companies and the like, to enable some rich men to 
escape practically their whole supertax liability on such 
part of their income as they do not wish to spend. It is 
extraordinarily difficult to devise a satisfactory means 
of dealing with this difficulty. The Commission do not 
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profess to have dealt with it completely. They recom- 
mend, however, that, ‘‘when the assessing authority is 
satisfied that the profits of a company, or a portion of 
them, are retained undistributed or are distributed as 
bonus shares for the purpose of avoiding or diminishing 
the liability of its shareholders to supertax, the income 
of those shareholders may be treated as if the profits, or 
a portion of them, had actually been distributed as an 
ordinary dividend.” 

In this brief account I have, of course, made no at- 
tempt to cover the whole ground of the Royal Com- 
mission’s report. In particular I have said nothing 
about the problem of double income tax, when the same 
income is subject to the taxing officers of more than one 
country; nothing about the average system; nothing 
about the machinery of administration; nothing about 
the one matter (the taxation of codperative societies) 
on which I, in company with others, took a different 
view from the majority of my colleagues. I have pre- 
ferred to give a fairly full account of those parts of the 
report in which the majority of people are likely to be 
more interested rather than a scrappy summary of the 
whole. Whatever may be thought of the recommenda- 
tions of the Commission, there can be no doubt that, 
in the report and in the volumes of evidence on which 
it is based, there is a mass of raw material for the stu- 
dent of income tax principles and methods. He may 
even, if he so chooses, discover in these records hints of 
devices by which he himself may evade payment to the 
Revenue of moneys that are properly due! 


A. C. Pigov. 


CAMBRIDGE, ENGLAND. 
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I. History oF THE INVESTIGATION 


WHeEn the President on February 7, 1917 directed the 
Federal Trade Commission to undertake an investiga- 
tion of the conditions surrounding the production and 
distribution of the nation’s meat supply, he brought to 
a head a contest that had for several years been brewing 
and for a year had been passing through its first rather 
significant stage of Congressional inquiry. That year of 
contention and strife apparently had its influence on the 
character of the investigation which followed and some 
knowledge of it is necessary to an understanding of the 
later stages of the controversy. 

The demand for the investigation did not, as is 
sometimes supposed, come from consumers anxious 
over the steadily rising price of meat, but from live 
stock producers concerned over the low and fluctuating 
price of meat animals. A feeling of distrust and hostility 
toward the large packing interests has long been shown 
among feeders of live stock and has frequently been 
given vent through the various regional and national 
live stock associations. In the early days the men who 
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established the packing industry had personally at- 
tended such meetings, cultivating a friendly feeling and 
depending upon the friendliness of one party in these 
associations to checkmate any hostile movement of the 
other. The younger generation of packers had neglected 
this personal touch and had depended upon their sub- 
ordinates to maintain friendly relations. 

The season of 1915 brought heavy and unexpected 
losses to the feeders. As is well known, the number of 
meat animals, especially of cattle, had for some years 
been declining. From being a heavy exporter of meats 
we became, especially after the removal of the duty in 
1913, an importer of fresh meats. In the fall of 1914 
there had been an outbreak of foot and mouth disease 
which checked the movement of cattle for some weeks; 
and when they began to move again it was in such num- 
bers as to force down prices and entail heavy losses on 
those who sold in the closing weeks of the year. This, 
however, did not deter feeders from planning for large 
operations in 1915. It was reasoned that foreign beef 
would be turned away from our ports directly to 
Europe, that Europe’s demands would draw on the 
American supply, and only one result could follow — 
higher prices for the feeder. Imports did cease, exports 
increased; but prices did not rise, and the year turned 
out disastrously for feeders.! The situation seemed to 
require an explanation. 

In November, 1915, a marketing conference was held 
in Chicago under the auspices of the Bureau of Markets. 
The live stock men and packers, wholesale and retail 
dealers were invited. All were represented. The 
packers, however, did not attend in person and their 
representative is reported as saying little and listening 
much. The cattle men seem to have expected the 


1 A. E. deRicqles at the Chicago marketing conference held in Chicago, November, 
1915, reprinted in Wallace’s Farmer, November 26, 1915. 
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packers in such a crisis to explain why prices had not 
moved up, and took their absence as a slight.! 

Early in January, 1916, the National American Live 
Stock Association held its annual meeting at El Paso, 
Texas. The big packers attended this meeting in 
person. But in spite of their presence and efforts to 
prevent it, the convention created a marketing com- 
mittee to make a study of marketing conditions, and 
funds were raised by subscription to finance it. On 
February 1, Mr. Borland of Missouri, without the 
knowledge of the live stock men, introduced a resolution 
directing an investigation of the meat industry and Mr. 
Doolittle of Kansas introduced a similar resolution. 
The marketing committee supported the Borland 
resolution during the whole year, but so effective was 
the opposition * of the packers that no vote could be 
reached on it; and finally on January 8, 1917 it was 
given its death blow by an amendment to the Agri- 
cultural Appropriation bill providing for an item of 
$50,000 to enable the Department of Agriculture to 
investigate the marketing of live stock. This amend- 
ment was offered by Mr. Mann. Representatives Bor- 
land and Kent charged that it was a device for heading 
off a genuine investigation, and the charge was not 
seriously denied. The lobbying tactics of the packers 
were exposed by the evidence later secured by the 
Federal Trade Commission.? They sought to defeat all 


1 E. L. Burke. Hearings on H. R. 13,324, Part 3, p. 218. ‘Indifference on their 
part to the producers’ situation really led to very much more drastic measures later.” 
See also Col. Ike Pryor, Hearings on the Kenyon-Kendrick bills, Part 2, p. 1690. 

“The fact that we ignored the Brand conference in November, seems to have pre- 
cipitated the fight,”’ is the conclusion of R. C. McManus, representing one of the packers 
at the Borland hearings. 

2 See Hearings on Senate bill 5305, Part I, pp. 45, 55. 

3 See Report, Part 3, pp. 296-308 for correspondence showing how the packers used 
the live stock commission men to defeat an investigation sought by their patrons. It 
should, of course, be said that the live stock associations were not unanimously for an 
investigation. There seems to have been a pro-packer and anti-packer faction within 
several of these organizations. Moreover, as the legislative program unfolded, the com- 
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movements for an investigation; if one must be had, 
they sought to have it agreed upon beforehand as a 
broad inquiry “along business lines” without “mud 
slinging or gallery playing,” and “with very little 
publicity,”’ and they preferred to have it conducted by 
the Department of Agriculture. 

On the day the Mann amendment was adopted, a 
half dozen Congressmen, among them Messrs. Borland, 
Kent, and Stephens called upon the President and 
urged him on his own motion to direct the Federal 
Trade Commission to make the investigation. After a 
few days of consideration the President decided to order 
the investigation and asked Mr. Hurley, then chairman, 
for plans and estimates. Mr. Hurley advised that the 
investigation be made by an inter-departmental com- 
mittee representing the Departments of Agriculture, 
the Interior, Commerce, and Justice, and the Trade 
Commission. He would not ask that the committee be 
clothed with any special powers; its function would be 
to gain the codperation of the industries investigated by 
friendly conference and suggestion. When Mr. Kent 
learned of the plan he sent a letter to the President 
denouncing it as a “‘toothless, clawless” method that 
would accomplish nothing.! This led to a conference 
with Mr. Hurley on January 31, and on the same day 
Mr. Hurley resigned. 


mission men found proposals touching adversely their own interests directly. Still it 
must be said the commission men who opposed the legislation seemed on the whole to 
speak in the interest of the packers rather than their own. 

1 “This toothless, clawless, unarmed, unarmored method of conducting what is in the 
nature of a contest between a lot of disorganized meat producers and consumers on two 
sides of the field as against the intrenched packers whom we have no hesitation in de- 
claring to be law breakers, would be laughable if not tragic. If the Federal Trade Com- 
mission is constituted for the purpose of having the lamb lie down inside the lion, it 
would seem to be superfluous. There are plenty of means of securing information more 
or less accurate, such as the packers are willing to put out, but we have been hoping 
that through the authority of law we could have the meat business investigated to 
the end of obtaining a full comprehensive knowledge of conditions of production, manu- 
facture, distribution and costs, which investigation can never be possible except under 
due authority of law, with ample powers granted the investigating body.” Hearings on 
the first Kendrick bill, on Senate bill 5305, Part 1, pp. 129-132, 
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The Commission was directed ‘‘to investigate and 
report the facts relating to the production, ownership, 
manufacture, storage, and distribution of foodstuffs 
. . . to ascertain the facts bearing on the alleged viola- 
tions of the anti-trust acts, and particularly upon the 
question whether there are manipulations, controls, 
trusts, combinations, or restraints out of harmony with 
the law or the public interest.’’ The President assured 
the Commission of the coéperation of the Department 
of Agriculture and asked Congress for $400,000, the 
amount estimated by the new chairman as required for 
the investigation. Congress on February 28 appro- 
priated $250,000 and the Commission started on the 
most considerable undertaking in its history.' 

The Report, ample as it is, falls short in certain re- 
spects of what was expected from the investigation. 
The packers were afraid from the beginning that they 
would be singled out for a special, unfriendly investiga- 
tion, and tho they tried to avoid it, their tactics as- 
sured it.2 They wanted the live stock industry and 


1 In August, 1918, the Commission published a summary of its findings and recom- 
mendations, but it was not till near the end of the year that the first installment of the 
report appeared as Part II. It deals with the Evidence of Combination among Packers. 
Part I, dealing with the growth and present position of the meat packing industry, 
especially of the five large companies, appeared about the middle of 1919. Part III, 
describing the Methods of the Five Packers in Controlling the Meat-Packing Industry, 
appeared in the fall of 1919. Part IV, under the title, the Five Larger Packers in Prod- 
uce and Grocery Foods, was published in the spring of 1920. About the same time ap- 
peared Part VI, a study of the cost of fattening, growing, and marketing beef animals. 
This volume was prepared in the Department of Agriculture. A little later, too late to 
be used in the present paper, the Commission published its study of the Profits of the 
Packers, as Part V. Two other volumes that have grown out of the meat-packing inves- 
tigation have been published, one dealing with the Wholesale Marketing of Food and 
the other with the Private Car Lines. 

2 Some of their tactics are indicated by the recommendations of a committee repre- 
senting one of the packing companies, if not more, at the hearings on the Borland 
resolution, in April, 1916. This committee recommended taking such steps ‘“‘as will 
firat bring better feeling by showing a disposition to codperate. 

“Second. Get something codperative started which cannot be finished for some 


“Third. See that our friends in these cattle organizations do organize so as to 
discredit and undermine [the] Walter Fisher, deRicqles, and Jastro conspiracy. 
“Fourth. Get together all the political strength to p de the sub itt 
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the retailing of meats brought into the inquiry. This 
would tend to divide public interest, raise up allies in 
case the inquiry should become too inquisitorial, and, 
as the packers apparently believed, would show their 
own profits, at least so far as they had a bearing on 
prices, to be moderate compared with those of the 
feeders and the retailers. Their request for a “‘hoof to 
table” investigation was, therefore, both natural and 
proper. Such an investigation was also wanted by the 
live stock men, who believed that it would disclose the 
irregular and inadequate returns to the feeders and 
the need of a complete reorganization of the live stock 
market. As a matter of fact this was the plan agreed 
upon. The Federal Trade Commission was to investi- 
gate the slaughtering and wholesaling stages, while the 
Department of Agriculture was to cover live stock 
production and the retail end of the industry. For 
some reason, probably due to our entrance into the 
war, the Department of Agriculture deferred its part of 
the inquiry — a delay that was regarded as a grievance 
by live stock men.! 


So much it has seemed necessary to recount in order 
to show that when the task of inquiring into the slaugh- 
tering business was delegated to the Commission there 


the Judiciary Committee not to report out the Borland resolutions unless necessary to 
prevent a bill for congressional inquiry. 

‘*Fifth. To so combine the question of the packers’ investigation with the more 
comprehensive scheme mentioned by Fisher that the whole undertaking will appear so 
colossal as to be unattractive. 

“Sixth. See if the Bureau of Markets cannot be induced to start to publish data and 
familiarize itself with the situation to such an extent that it will begin to represent the 
cattlemen in all disputes. . . . 

“Eighth. Could there not be published current expert comments upon the beef 
markets which could be read by the commission men and farmers so that the explana- 
tion of breaks and fluctuations could be understood at the time. .. .” Hearings on 
H. R. 13,324, Part V, p. 1421. 

1 The grievance is most fully set forth by Mr. E. C. Lasater. Hearings on H. R. 
13,324, Part V, especially at pp. 1442, 1460, and 1536. How far Part VI of the report 
which appeared in April, 1920 meets their expectation is not known. 
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had already been more than a year of wrangling over the 
question, during which much warmth was developed on 
both sides. Judging from the response made by the 
packers to the Commission’s first general inquiries,’ 
they stood ready, now that an investigation had been 
decided upon, to codperate with the government, at 
least as long as their kind of an investigation was being 
conducted. As the inquiry proceeded, either because of 
the kind of information sought, of the method of seek- 
ing it, or both, there developed an inordinate amount of 
crimination and recrimination as to procedure, fairness 
of the hearings, accuracy of the facts stated, proper use 
of materials, soundness of conclusions drawn, the mo- 
tives of the cattlemen, the political aspirations of per- 
sons concerned with the investigation, advertising and 
publicity methods, subsidizing the press, lobbying 
tactics, and like matters, that tended to obscure the 
main issues. About these contentions we need not here 
concern ourselves. 
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II. GRowTH AND PRESENT POSITION OF THE 
LarGE Packina COMPANIES 


All the world knows of the revolution that has oc- 
curred in the slaughtering business during the last 
generation, of the practical disappearance of local 
slaughtering and of the rise in its place of a highly 
centralized system of production and distribution of 
meat products. Everyone has known more or less 
vaguely of the growth in size of four or five of the great 
packing companies in every section of the country and 
of the expansion of their activities into other fields. 
Part I of the Commission’s Report sets forth this 
growth and expansion in great fullness. The theory 
1 For their replies see the Report, Part I, Exhibit IV. 
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that seems to underlie the whole report is that the 
dominant position of the five large companies is the 
most significant feature of the food situation the Com- 
mission was set to investigate; and this doubtless 
explains why the inquiry has so largely centered around 
these big concerns and their activities. 

Turn which way we may, the growth and expansion 
of the large companies has been striking, even in an age 
of expansion and integration, especially during the past 
two decades. From the one slaughtering plant owned 
in 1857 by a member of this group, Swartzschild & 
Sulzberger, now Wilson and Co., Ltd. the number of 
plants owned by the group in 1887 had risen to only 
seven, by 1897 it had grown to twenty, by 1907, to 57, 
and in 1917 it stood at 91 plants. The same rapid 
growth is seen in the number of branch houses through 
which most of the products of these packing houses are 
marketed. In 1884 there were but two such houses, 
operated by Armour; in five years the number was in- 
creased to 50 for all the members of this group; by 
1900 the number had grown to 591, in 1912 the 1000 
mark was passed, and in 1917 they were operating 1120 
of these wholesale markets, nearly half of them owned 
by Swift and Armour, while all interstate slaughterers 
other than the five large companies had but 139. This 
means that 89 per cent of the branch houses employed 
primarily for selling fresh meats are operated by the 
five companies, and but 11 per cent by all other inter- 
state slaughterers. 

That the two big packers are large owners of the 
refrigerator cars used in carrying their meat to market 
has been commonly known. The Commission found 
that of the 16,875 “‘beef” cars in the United States, 
i. e., those fitted with brine tanks required for securing 
low enough temperature for the shipment of frozen 
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meats, 15,454 belonged to the five large concerns, 
1146 to other interstate packers, and 275 to other inter- 
ests. They own also 1600 ventilator cars served with 
bunker ice. These cars are used not only to supply their 
branch houses and other wholesale outlets, but for 
serving their remarkable car-route system by which 
more than 30,000 towns, large and small, in all parts of 
the country, are reached at regular intervals, giving 
their owners a unique position in their command over 
transportation service. Taken together, they operate 
about 45 per cent of the cold storage space of the coun- 
try. They are important owners of stockyards through 
which meat animals pass to the packing plants and to 
other markets, a phase of their activities to receive 
special attention below. 

Their performance keeps pace with their physical 
equipment. The table below shows their present posi- 
tion as slaughterers. The figures are for the calendar 
year 1916: 


Proportion of Meat Anmats SLAUGHTERED BY THE Five Lara 
CoMPANIES AND BY OTHER INTERSTATE SLAUGHTERERS ' 








Cattle Calves Sheep Swine 





Head |G0%,| Head |Gc%,| Head |G) Head |G, 





Five Companies. ./6,535,332 | 82.2)1,654,942| 76.6/10,518,874 | 86.4/25,737,269 | 61.2 
Swift Interests . .|2,276,068| 28.6) 758,278) 35.1) 4,434,854 | 36.4/10,333,755 | 24.6 
Armour Interests|1,748,909 | 22.0} 446,393 | 20.7) 2,756,522 | 22.7) 7,775,342) 18.5 
Morris Interests ./1,148,562| 14.5) 194,320/ 9.0) 1,107,405| 9.1) 2,754,915| 6.5 
Wilson and Co. .| 741,401; 9.3) 152,219/ 7.0) 988,891/ 8.1) 2,635,081; 6.3 
Cudahy Pkg. Co.} 620,392/ 7.8) 103,732) 4.8] 1,231,202/ 10.1) 2,238,176/ 5.3 

All other. ....... 1,412,466; 17.8) 505,608| 23.4) 1,653,389] 13.616,320,133| 38.8 








slaughterers. . . ./7,947,798 | 100.0|2,160,550 | 100.0) 12,172,263 | 100.0:42,057,402 | 100.0 


























It will be noticed that the table does not include the 
total kill of the country, but only those animals which 


1 Report on the Meat-Packing Industry, Part, I, p. 106. 
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pass into interstate commerce. A considerable number 
of animals are slaughtered by ‘“‘wholesale local slaugh- 
terers,” which if included, would reduce the proportions 
of the five companies to 74.5 for cattle, 62.5 for calves, 
78.5 for sheep, and 56.9 for swine. The packers con- 
tend that not only these animals, but also those killed 
by farmers and retail butchers should be included in any 
count intended to show the monopolistic position of 
the big companies. Such a count would show the big 
packers as having control of but a modest proportion 
of the meat supply. The Census figures for 1909 indi- 
cate, e.g., that only about 60 per cent of beeves are 
handled through meat-packing establishments, about 
30 per cent through retail slaughtering houses, and 
about 10 per cent are killed on farms.! But, assuming 
these estimates to be correct, what bearing have they on 
the charge of monopoly ? They only show that there 
are certain geographical areas to which the supposed 
monopoly does not extend; and this is poor consolation 
to the 60 or 70 millions of people in cities and villages 
who are dependent upon centralized slaughter for their 
supply of meat. The Commission properly holds, 
therefore, that - 

. .. The fact that ‘the farmer has an opportunity to raise and 
slaughter cattle for his own se or for the local use of an adjacent 
town or village has little bearing on the question of the monopolistic 
position of the big packers as regards their control of prices which 
the great majority of the urban population must pay for meats. 

The dominant position of the large packers in the 
production and distribution of meats is clear. But in 
recent years they have pushed their activities to other 
fields of food production, some of them related to their 
principal business and others but remotely, or not at all, 

1 The Meat Situation in the United States. Report No. 113, Part V, Department 


of Agriculture, 1916, p. 15. 
2 Report, Part I, p. 118. 
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related to it. It is not necessary to assume that this 
reaching out into other fields of food production is in 
pursuit of a plan ‘‘to monopolize the food supply of the 
country.” It may, indeed, result in this; but the ex- 
pansion, rapid as it has been, seems a natural develop- 
ment. Equipment for refrigeration being required for 
the care of fresh meats, it was natural that the packers 
should seek to utilize it more fully by engaging in those 
lines of food production requiring the same service. 
This no doubt was the chief reason for embarking in the 
poultry, egg, butter and cheese business. They have 
become important factors in the handling of these 
products. The Commission estimates that the five 
packers handle about “half the poultry, eggs and 
cheese in the main channels of interstate commerce.” ! 
One company in 1917 handled 50,000,000 pounds of 
butter, half of which it manufactured; the sales of 
another amounted to $23,861,000. Four of the big 
companies own 56 creameries and control the output of 
many others. To supply their creameries they operate 
over 1500 buying stations. The total production of 
oleomargarine in the United States in 1916 was 152,- 
500,000 pounds, of which four packers handled 63,600,- 
000, tho their sales amounted to more than 76,000,000 
pounds in that year, and in 1918, to 171,000,000 pounds.’ 
The packers are producers of crude cottonseed oil, tho 
they are by no means the largest producers in this in- 
dustry. Their position as refiners of cottonseed oil is 
much stronger, their output in 1916-17 being 64 million 


1 Report, Part I, p. 231. The Commission’ 's method of showing the extent of packer 
control of poultry, eggs, and dairy pr ts is questioned, as in the case of the slaughter 
of meat animals. Swift & Co., for example, cotimate that it handles only about 5 per 
cent of the total production of poultry, butter, and eggs, and about 6 per cent of those 
products entering the channels of trade. The proportion handled by the five packers, 
it is held, cannot exceed 15 or 20 per cent instead of the 50 to 65 per cent shown by the 
Commission. Analysis and Criticism of Part II, of the Commission's Report, p. 93. 

* Part IV, Exhibit XVI. Cited in the ‘Exhibit of the National Wholesale Grocers’ 
Association vs. The Director General,” p. 9. 























( 


THE MEAT-PACKING INVESTIGATION 637 


gallons out of a total reported of 201,400,000. The 
Commission’s figures showing‘ that of the lard com- 
pound and lard substitutes produced by interstate 
slaughterers in 1916, 84.7 per cent was produced by the 
five big companies, seem impressive; but when taken 
in relation to the total production of the country the 
output of any one packer sinks to very modest propor- 
tions and the output of the five big companies is only 
42.5 per cent of the total, probably even less. The 
cottonseed oil manufactures produce 418 million 
pounds of lard compound out of a total of 839 millions, 
the five big companies, 356 millions, and all other 
interstate slaughterers 64 millions.? Oleomargarine is 
another food product that has naturally grown up with 
the packing industry. In spite of the repressive tax on 
this industry, laid for the benefit of the dairy interests, 
production of this wholesome food had risen in 1916 to 
152 million pounds. One independent producer manu- 
factures 23.8 per cent of this amount, Swift interests 
17 per cent, Armour interests 13.8 per cent, Morris 
10.4 per cent, Wilson 4.2 per cent, while Cudahy and 
all the independent interstate slaughterers produce 
only about one per cent of the total output. It may be 
noted in passing that the Commission charges that be- 
tween the four big packers and two independent con- 
cerns an ‘‘oleo legislative pool ” exists, tho no evidence 
is given that there is anything more in the arrangement 
than the maintenance of a joint fund raised by assess- 
ments in proportion to output, for meeting common 
expenses in overcoming hostile or securing favorable 
legislation for the industry.’ 

The packers have become important distributors of 
canned fruits, vegetables, salmon, and milk, and more 


1 Part I, p. 223. * Tbid., p. 224. 
+ Ibid., pp. 226-228. 
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recently large classes of groceries. The extent of these 
dealings has for the first time been set forth by the 
Commission. While the percentages of individual 
packers in many of these lines is small, and the com- 
bined business of the large companies is not sufficient 
at present to justify a charge of monopoly, the growth 
of these “‘unrelated”’ lines has been so great and rests on 
such a basis as to warrant the fear of monopoly not 
only of meats but of the chief substitutes for meat and 
many other kinds of food. By the terms of the agree- 
ment with the Attorney General in December, 1919, 
the companies are to withdraw from the grocery and 
other kinds of business, not related to the packing in- 
dustry. 

The activities of the packers in the production of 
fertilizers and leather have had a similarly natural 
development. Their connections with financial institu- 
tions which the Commission features ' do not appear to 
be unusual for concerns of the magnitude they have 
reached. Some twenty-two banks are listed in which 
stock ownership of two or more packers is shown, but 
the holdings do not seem in any case large and are prob- 
ably held mainly to give the packer or his representative 
a place on the board of directors. The Commission also 
shows a list of eight cattle loan companies in which two 
or more packers or their families are majority owners. 

There has been brought to light their joint or in- 
dividual ownership, directly or indirectly, of market 
publications, stockyards, terminal railway companies, 
land development companies, cattle ranches, cold stor- 
age and warehousing plants, rendering companies, ma- 
chinery and supply companies, canning companies, 
creameries, and cheese factories, box factories, hotel 
supply companies and hotels themselves, grain elevators, 


1 Part I, pp. 294, 359. 
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cotton oil mills and refineries, and many other indus- 
tries. 

These various activities are carried on by hundreds of 
corporations that have been acquired or created for 
convenience of one sort or another, sometimes clearly 
to conceal the ownership.! They command great wealth. 
As shown by its balance sheet November, 1918, the net 
worth of Armour and Company was 177 millions, 
Swift and Company 247, Morris and Company 49, 
Wilson and Company 46, and the Cudahy Packing 
Company 35 — a total of 555 millions. It is with these 
companies and their highly developed manufacturing 
and distributing system, standing in a position of great 
strategic importance in the path of the live stock of the 
country on its way to the consumer, that the Report 
deals; for it soon becomes apparent that the investiga- 
tion has less the character of a study of the meat- 
packing industry than of a study of the activities of the 
great packers in that industry. 


III. Tue Srockyarps SITUATION 


There has for sometime been complaint by the live 
stock men that the packers own many of the stockyards 
and that this ownership carries with it the control of 
packing-house sites, the rendering business, cattle loan 
companies and other institutions which grow up in con- 
nection with the yards. The yards companies own the 
exchange building where the commission firms are 
housed, and the relationship of landlord and tenant thus 
created hampers commission men in demanding better 
services and in securing better prices for their prin- 
cipals, the stock men. ‘For controlling prices and in- 
creasing the power of price making, the ownership of the 


1 See especially Part I, chap. vii, for an account of this phase of the matter. 














640 QUARTERLY JOURNAL OF ECONOMICS 


stockyards by the packing house is one of the most 
complete means.’ ! 

The report of the Commission discloses a wider 
ownership of stockyards by the packers than had pre- 
viously been known. It shows that one or more of the 
big packers, or members of their families, own a ma- 
jority interest in 22 of the 50 centralized stockyards of 
the country, and that they have a minority interest in 
several more. The Commission points out that ‘“‘more 
than 84 per cent of all animals which are marketed at 
stockyards in the United States pass through yards in 
which these packers are interested. They have the 
controlling interest in the marketing yards through 
which 56.8 per cent of the animals pass, and have a 
minority interest in other yards through which an addi- 
tional 27.7 per cent of the animals pass.’’? 

The packers hold that their ownership of the yards 
has been a necessity; that they are more concerned 
with all the conditions that go to make a good live stock 
market than any other interest and that they have 
acquired these yards primarily to promote “efficient 
service.” 

The producers of the live stock did not provide facilities for caring 
for their product from the time of arrival at the market until sold, 
and the railroad companies did not provide such facilities, so that it 
devolved upon the packers, at enormous cost, to establish and main- 
tain the stock yards. It is doubtful whether such efficient market 


places would ever have existed had they not been established in this 
manner.’ 


The answer to this is that in all the important markets 
and in most of the smaller ones capital for developing 
stockyards was forthcoming without the aid of the 


1 A. R. de Ricqgles. Proceedings of the Conference relative to marketing live stook 
and related matters. Chicago, November 15-16, 1916. This is usually spoken of as 
the Brand Conference. 

2 Report, Part III, chap. i, p. 11. 
* Senate Hearings on Senate bill 5305, Part I, p. 83. 
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packers; in fact, according to the details gathered by 
the Commission, the packers have pretty regularly 
received aid from stockyards companies in the form 
of gifts of stock, cash bonuses, and grants of plant sites, 
often for locating at the yards, sometimes as an induce- 
ment to remain there. The yards which the packers 
have been compelled to develop have been relatively 
few and unimportant. Even the large yards have not 
been established and maintained “at enormous cost” 
in the sense of requiring large investments of new 
capital, for they have usually been able to pay good 
dividends, aid needy packers in their enterprises, and 
re-invest earnings rapidly enough to provide adequate 
facilities as traffic increased. 

The great care of a yards company has always been to 
attract stock to the pens. They have usually been 
established ahead of the packing plant at convenient 
stages of the journey of live stock toward eastern mar- 
kets. The yards at Chicago were at first primarily 
feeding places for such shipments. Each stock-carrying 
railroad in the beginning had its own yard; but as the 
market grew the inconveniences of maintaining separate 
yards became so great that a common meeting place for 
buyers and sellers became necessary. This was pro- 
vided in 1865 by the Union Stockyards and Transit 
Company, before centralized slaughter even of hogs 
had become important and long before the day of 
centralized slaughter of cattle. The company was 
capitalized at $1,000,000, of which all but $75,000 was 
supplied by the roads. The yards remained under rail- 
road control till the early nineties. As packing plants 
grew up about them the conditions for permanent suc- 
cess were created without any financial aid from the 
packers. What the yards company needed was the 
steady market the packing houses could give, not their 
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money. The Chicago company was prosperous from the 
first. It paid from 10 to 20 per cent cash dividends 
regularly on an increasing capitalization till 1881 when 
its capital stood at $13,200,000 — the entire increase 
in the opinion of the Commission having been made 
through stock dividends. The records of the company 
prior to 1905 do not exist, but the present chairman of 
the Board of Directors expresses the belief ‘‘that all 
increases in capitalization in the earlier years of its 
existence represented either actual cash invested or its 
equivalent in property or earnings.” ' A reorganization 
occurred in the early nineties which ended in the ac- 
quisition of all the stock of the company by a New 
Jersey corporation, and the old company’s capitaliza- 
tion has remained as fixed in 1881 at $13,200,000 upon 
which dividends have been paid since 1891 at the rate of 
13 per cent. Soon after the New Jersey corporation was 
formed, Armour, Swift, and Morris bought a tract of 
land some 25 miles south of Chicago in Indiana, with 
the avowed purpose of removing their plants to this 
point. The move seems to have resulted in the yards 
company issuing to these firms $3,000,000 of 5 per cent 
income bonds to run for 15 years on the condition that 
they remain at the Chicago yards for that term. Other 
packing companies also received subsidies. These bonds 
expired in 1907. The packers still wanted to be induced 
to remain at Chicago, but legal difficulties appearing in 
making a direct grant, resort was made to the organiza- 
tion of a new corporation in which it was planned to sell 
stock to the large packers on favorable terms. As it 
turned out, however, only Armour was favored with 
such purchase. The matter was managed by Mr. F. H. 
Prince of Boston. Mr. Armour explains what happened 
as follows: 
1 Report, Part III, pp. 194-197. 





Beart 
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He [Mr. Prince] came to me and wanted to know if I would take 
a fifth interest in the stock yards. . . . I told him I would, and he 
went along and perfected his organization, and I took a fifth interest 
for Armour & Co. My understanding when he came to me, and my 
understanding now is that there is no other packer whatever who 
has an interest in the Chicago stockyards . . . I guess you had a 
right to think that Swift and the rest of the packers had an interest. 
But the fact of the case is this: When he came to me and when he 
got Armour tied up he did not care anything about the other 
packers.! 


In this way Armour and Company became part owner of 
the Chicago yards in 1911. It can hardly be claimed 
that its purchase added to the prestige of the yards 
company; for neither the public nor confidential officers 
of the companies concerned knew of Armour’s owner- 
ship till disclosed by the Commission, the whole deal 
being carefully concealed through the use of bearer 
warrants of stock and non-committal accounts.*? It can- 
not be pretended that Armour money was essential; 
the yards company could have sold its stock on better 
terms than the packing company gave. The true finan- 
cial advantage of Armour to the yards company was no 
doubt properly indicated by Mr. Armour. The funds of 
the stockyards company were here as elsewhere used — 
it was a well established policy *— to attract plants to 
the yards, and to ‘“‘tie up” those were were there. 

This is characteristic of the method by which packers 
became owners in stockyards. The Union Stockyards at 
St. Paul were started by A. B. Stickney in 1887 as an 
industry on the Chicago and Great Western. For ten 
years the company struggled to build up a market place, 
primarily no doubt for the sake of the railroad traffic it 


1 J. Ogden Armour, Hearings before the Senate Committee on Agriculture and 
Forestry, on Senate bill 5305, Part 1, pp. 780, 781. The Commission’s Report, Part 
III, chap. v, gives an extended account of the involved, secretive, and questionable 
methods of controlling this property since 1890. . 

2 Hearings, Senate bill 5305, Part I, p. 787. 

* Hearings, H. R. 13,324, Part IV, p. 1342. Testimony of A. G. Leonard of the 
Union Stockyards and Transit Company. 
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would give. It started packing plants of its own which 
did not pay and in 1897 it had reached a point where 
it could not make both ends meet. The company 
had been capitalized at $1,000,000. Without any pay- 
ment of additional money into the treasury, its stock 
was now increased to $2,000,000, one-half of which was 
given to Swift and Company as an inducement to build 
a plant. There is no indication that Swift put any funds 
into the yards, but the new trade its plant brought must 
have increased the earning and borrowing power of the 
yards company and it seems to have been regarded as a 
good deal by Mr. Stickney to have given a half interest 
in the property there. At a much later time, in 1916, 
“there was much talk that Armour and Company 
would build a rival institution on land which it had pur- 
chased near Minneapolis.” ! The yards company issued 
$500,000 new stock and without any payment of cash 
turned it over to Armour and Company and the citizens 
of St. Paul gave $400,000 as a cash bonus for settling 
at the St. Paul yards and another $100,000 stock which 
they had bought for the purpose.’ 

Starting a rival market, or threatening to do so, seems 
to be a recognized industry in this field of enterprise. 
In 1912, the Cudahy Packing Company, tho a long-time 
stock owner in the Omaha stockyards and one of the 
most firmly established packers at that place, was seek- 
ing a bonus from the stockyards company. The head of 
the firm wrote his superintendent at Omaha that Swift 
and Company had made a concealed purchase of land on 
the opposite side of the river but that ‘‘there was never 
anything heard about it, and it may be possible Swift 
and Company had a bonus from the stockyard com- 
pany for putting up improvements.” He hesitated to 


1 Testimony of W. McGivney, President of the St. Paul Union Stockyards. Hear- 
ing on H. R. 13,324, Part III, p. 513. 


2 Report, Part III, p. 41. 
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ask the company directly for a bonus because the policy 
of the yards was controlled by Armour and Company 
“and of course you can’t get anything out of them 
unless you can do it by force.” He directed that certain 
improvements which were under way should be held up 
till further orders and, ‘‘if the government men want to 
know why you have stopped [to] tell them we have 
under consideration the plan of building an entire plant 
somewhere else.” The place in view was Council Bluffs 
‘“‘or somewhere on that side of the river’; and he ad- 
monished the superintendent not to “figure on any 
small amount from the stockyard company; if we can 
get anything, we can probably get a nice-sized bonus.” 
The Commission prints a letter from the counsel of 
Sulzberger and Sons Company written in 1913, which 
shows similar tactics were being followed at Kansas 
City to secure “participation” in the yards. 

My method of procedure would be for us to acquire the land and 
right of way [to a tract three-quarters of a mile from the yards], then 
organize a corporation, ourselves and the Cudahy interests remaining 
in the background, leaving it to the Kansas City Stockyards Com- 
pany to find out who was really engineering the deal, which they 
would have no difficulty in doing, and I believe that before we got 
very far we would be paid well for our trouble and would be offered 
satisfactory terms for participation in the Kansas City Stockyards 
Company.! 

The conclusion reached by the Commission that the 
packers acquired stock in the yards not because they 
were inadequate or lacked funds, but because they were 
profitable, seems clearly borne out by the facts. The 
Commission charges that other motives led to the same 
policy, that they acquired interests in the yards for the 
private advantage it gave them in the packing industry, 
and for the control it gave them over yard services, 
packing-house sites and the privileges attached to 


1 V. D. Skipworth to G. F. Sulzberger, Report, Part III, p. 34. 
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them, over the yards banking business, the dead animal 
rendering business and the like.' 

It would be difficult to prove that such motives had 
an important part in leading the packers to acquire 
shares in the yard. The financial motive is sufficient to 
explain that policy. But once in a place of power it was 
natural that the packers should use it to their own 
advantage. Complaints were made in some places of 
the poor quality of the yards service supplied by the 
packers, but the evidence is not convincing that such 
complaints were greater than may always be expected 
from patrons or that poor service was due to packer 
ownership. There was considerable evidence presented 
at the Congressional hearings that the packers’ policy 
in maintaining yards was liberal and that the service 
did not suffer from their ownership. Some evidence is 
presented to show the high charges for feed at the Omaha 
yards, but it is not shown that charges were higher 
there than at non-packer yards; and the most notorious 
case of excessive charges related by the Commission was 
at the Chicago yards before the packers had acquired 
control.2? Nevertheless, no one could doubt that it is 
desirable to have competition in yards service and 
charges as between the various markets and that an 
independent company at each market, free from the 
influence of buyers who are present in all markets, 
gives the best assurance of such competition. 

The charge that the packers use their control of 
stockyards to keep independents away, or to compel 
them to locate in unfavorable places, or to refuse them 
proper spur-tracks, driveways, and other facilities, is a 
far more serious matter. It is asserted by the Com- 
mission that at Forth Worth, where the yards are 
owned jointly by two packers, that they have refused, 
1 Report, Part III, pp. 30, 61. 2 Ibid., Part III, pp. 197, 315, 316. 
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contrary to the wishes of the citizens of Forth Worth, 
to allow other packers to come in on the ground that 
there is not enough stock in that market to support 
another plant. While it may be argued that the big 
packers would not have ventured to build plants there 
if the field had been open to all comers, the fact remains 
that the power to exclude from packer-owned yards 
exists and that the interest of the packers is hostile to 
that of the community and of shippers or may readily 
become so. A clear case of discrimination seems to be 
made out at the Sioux City yards.' 

It is also charged that through an ownership of the 
yards the packers exclude from all convenient places 
about the premises all banks and cattle loan companies 
except those controlled by the packers. The Commis- 
sion attaches considerable importance to this fact be- 
cause of the power it gives the packer to dominate the 
live stock credit at their yards.? It does not seem pos- 
sible that in most places such a situation could seriously 
hamper live stock men in their credit operations, tho 
it might often prove an inconvenience. Complaint is 
made by live stock men because of the large power it 
places in the hands of packers to force stock on the mar- 
ket in their own interests by calling outstanding loans.* 
But the writer knows of no case where this has been 
done. The transactions of buyer and seller of live 
stock, it would seem, ought not in any case to be 
hampered by credit relations such as here indicated. 


1 Report, Part III, pp. 73-80. Mr. L. F. Swift during the hearings on H. R. 13,324 
sought to explain away these charges, but his remarks are not convincing. Hearings, 
Part IV, p. 825. Remarks made by Mr. Veeder during the hearings on the Anderson 
bill tend to take the edge off the charge of discrimination. Ibid., Part VII, p. 480. 

2 Report, Part III, p. 70. 

* A. E. deRicqgles. Address delivered at Denver, 1915, and printed in the Proceed- 
ings of the Conference on the Marketing of Live Stock, Chicago, November, 1916, p. 56. 
Mr. deRicgles is a well known live stock man and is also interested in a cattle loan 
company. 
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Such relations are common, however, as between 
commission firms and feeders. 

Ownership of the yards by the packers, it is claimed, 
also established an undue control over commission 
firms through whom the live stock is sold. They are 
the agents of live stock men but are the tenants of the 
yards company. The relation of tenant and landlord, 
it is claimed, creates a dependence of the commission 
men on the packer that ought not to exist; this depend- 
ence shows itself, so it is held, by favoring the big packer 
as against the small one and by weakening the zeal of 
the commission man for his principal in his dealings. 
The position of any one of the big buyers in any case is 
such that no commission firm can afford to be on un- 
friendly terms with him regardless of the question of 
ownership of the yards; it is probable that ownership 
increases the timidity of men who represent the pro- 
ducers of live stock.' It can hardly be doubted that much 
of the activity of the commission men against the Borland 
resolution for the investigation of the meat industry in 
the interest of live stock producers, was due to the pres- 
sure brought to bear by the packers. With practically 
all the live stock reaching the large markets necessarily 
sold through these agents, it is of prime importance 
that they be kept in a position where they may act 
independently and aggressively in the interest of their 
principals. That position they can hardly be said to 
have occupied in the past. 


The Rendering Monopoly 
Still another charge of the Trade Commission is that 
the packers use their ownership of the yards in most 
cases to secure a monopoly of the rendering of animals 
which die in transit or in the yards. It is the duty of 
1 Report, Part III, pp. 94-105. 
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commission firms to sell such animals to the best ad- 
vantage of the owners. At the St. Paul yards and prob- 
ably elsewhere in order to get permission to sell stock in 
the yards and occupy an office in the exchange, the com- 
mission houses are required to sign an agreement “‘that 
all animals that may arrive dead or that may die in the 
stockyards of the said first party, and consigned to or in 
the charge of the said second party shall be sold and 
disposed of as directed by the said first party as to 
manner, price, and purchaser.”’! The purchaser desig- 
nated is usually a rendering company controlled by the 
same packer interests that control the stockyards. 
Thus at Chicago, the Globe Rendering Company 
with a capital of $2,000,000 is owned by the Morris, 
Swift, Armour, and Wilson interests. At Kansas City 
all the big firms have an interest in the Standard 
Rendering Company; at Omaha all except Wilson are 
owners of the stock of the Union Rendering and Re- 
fining Company; at East St. Louis, Swift and Morris, 
and at Sioux City, Armour, Swift, and Cudahy, own the 
monopoly. 

The monopoly is a valuable one. The plant required 
for the business is not costly and it seems that the 
greater part of the assets of such companies is often 
“‘good will,” or perhaps more accurately the contract 
it has with the stockyards company. In the case of the 
Globe Rendering Company, for example, with outstand- 
ing capital stock of $2,000,000 the schedule returned 
to the Commission showed only $200,000 of stock 
issued for cash while the tangible assets amounted to 
only $145,212. The company explained that the item 
of $1,800,000 ‘‘represents good will and does not include 
any tangible property.” From 1913 to 1917 inclusive 
the company earned $692,612, and it paid an average 


1 Report, Part III, p. 69. 
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annual dividend of $120,000, or 60 per cent on the paid 
up capital. At other packing centers similar arrange- 
ments prevail in the rendering business and high divi- 
dends are paid. At East St. Louis the stockyards are 
owned by Armour 19 per cent, Morris 35 per cent, and 
Swift 28 per cent; and the East St. Louis Rendering 
Company is owned by Morris 74.8 per cent and Swift 25 
per cent. The packers were selling their own dead ani- 
mals to the rendering company in 1916 at the price 
established for country shippers. But with the rise in 
the value of grease the manager of Swift and Company 
wrote the home office that the animals they were selling 
for 1} cents per pound were worth 43 or 5 cents; that it 
did not seem advisable ‘‘to ask the yards company for 
more money as, if it were granted to us they would also 
have to raise the allowing price on the dead to country 
shippers,” and he asks for permission “to tank our own 
dead.’”’ The correspondence does not disclose whether 
permission was granted or not, but it does show that a 
few days later Armour began to tank his dead hogs, 
and apparently the price to country shippers was left 
undisturbed.? 

It may be, as claimed by the packers, that the busi- 
ness is usually not more than enough for one plant to 
handle and that it can be most efficiently handled 
through one company; but this settles nothing; it only 
raises the question as to where the power over inevitable 
monopoly should be lodged. Conditions and incidents 
such as those related above have resulted in irritating 
the shippers, rousing their distrust, creating hostility 
toward the packers, and in leading to demands for radi- 
cal changes in the control of stockyards and the whole 
packing industry. 

1 Report on the Meat-Packing Industry, Part III, pp. 61-69. 
2 Ibid., Part III, p. 66. 
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The recommendation of the Commission was that the 
government acquire the stockyards and their customary 
adjuncts through the Railroad Administration, along 
with all refrigerator and stock cars, cold storage plants 
and branch houses, on the theory apparently that all 
wholesale market facilities should be made a govern- 
ment monopoly.! The bill introduced in the House to 
carry out this war-time program authorized the Presi- 
dent to acquire and operate these facilities through such 
agencies as he might designate. The bill, it appears, 
never had much chance of passing. It died in com- 
mittee with the old Congress. Senator Kendrick during 
the same session introduced a bill “to stimulate the 
production, sale, and distribution of live stock and live 
stock products,” which provided that the packers should 
within two years sell their interests in stockyards in 
excess of 10 per cent of the capital stock. The second 
Kendrick bill and the Kenyon bill introduced simul- 
taneously in the 66th Congress had substantially the 
same provision for selling the packer’s interest in stock- 
yards except that the sale must be complete. While 
no vote was reached on this legislation, the consent de- 
cree arranged between the Attorney General and the 
packers, to be noticed later, provides for the sale of all 
such holdings. 

The propriety of this settlement of the matter can 
hardly be questioned, for reasons which Mr. Edward 
Morris gave before the House Committee when arguing 
against railroad control of yard and switching facilities: 
‘Tt would be the height of folly for any large stockyard 
to depend upon any one railroad to operate the terminals 
at the yards, for it would be but natural to expect that 
this railroad would look after its own patrons first and 


1 The “Summary” of the Report published separately August, 1918. Report, 
Part I, pp. 76-78. 
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best.”’ That is the case also against packer ownership. 
But it is obvious that many of the conditions against 
which complaint has been made and for which packer 
ownership has been blamed will persist when the yards 
have passed to other hands, for which legislative 
remedies will continue to be demanded. 


IV. Fiuctrvations In Prices or Live Stock 


One of the most general and persistent complaints of 
the feeders is that prices of live stock so frequently have 
no relation to cost of production, and, taken for short 
periods, no relation to natural market conditions; that 
these fluctuations introduce so great an element of risk 
as to make feeding one of the most hazardous of indus- 
tries, resulting in disastrous losses to the feeders and in 
the end throwing a great burden on consumers as well. 
Well informed stock men are convinced that these 
erratic price movements can be explained only on the 
theory of ‘‘manipulation” by packers, whom they 
regard as the beneficiaries of the changes. The whole 
meat investigation, so far as the consumers are con- 
cerned, centers around the effect of price manipulation 
by the packers upon live stock production. It is a 
commonplace among feeders and in the agricultural 
press that the decline in the country’s meat supply is 
due to the uncertainties of live stock production. The 
President, in his letter directing the meat investigation, 
took the same view of the matter. The Kendrick bills, 
the Kenyon bill, and the Anderson bill are measures 
‘to stimulate the production and sale of live stock and 
live stock products,” of course by removing abuses and 
irregularities through government regulation. 

It is to be regretted that a matter of such vital im- 
portance was not made the subject of careful study by 
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the Federal Trade Commission. The few pages given to 
it contain only general observations and conclusions. 
The prices of live stock fluctuate more widely and more 
frequently than do the prices of live stock products; 
fluctuations are due to varying receipts of stock, changes 
in the price of products and to speculative buying; 
“many of the live stock commission men say the big 
packers manipulate the daily live stock market”; 
extracts from market reports and the proceedings of 
live stock associations indicate that in these quarters 
there is a firm belief in the packers’ policy of ‘‘manipu- 
lation.” The recurrence of phrases in the text such 
as “‘making the daily live stock market,” the packers 
“suddenly and greatly change the daily price,’”’ when 
receipts are large ‘‘they generally put the prices down to 
a low level,” and the like, shows that the Commission 
accepts the current views of the big packers’ power and 
policy.’ 

In the absence of any concrete study of the price- 
making forces one must be content with pointing out 
certain large aspects of the situation. 

The packers, of course, protest that they are as help- 
less in the clutch of the ‘great law of demand and 
supply” as the feeders; that what they can give for 
live stock is dependent on what consumers are willing to 
give for live stock products; and they encourage the 
belief, sometimes held by feeders, that producers are as 
well informed of the market conditions required to 
forecast the course of prices as the packers themselves. 

It is obvious that risks the feeder must take cannot 
be removed by any proposed legislation. The length of 
time that must elapse between the beginning of a live 
stock operation and the market day, especially if the 
feeder is also a breeder, involves unavoidable risk. 
1 Report, Part III, pp. 105-110, 308-311. 
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Almost anything can happen in the way of changes in 
market conditions and cost of production. With these 
long swing changes the packer has far less concern than 
the feeder, since his operations with respect to any 
particular purchase of cattle or sheep are in the main 
closed within about two weeks; tho in the case of hogs 
they extend, on the average, over a longer period. It 
may well be true that as to these changes feeders have 
as good information as the packers. This can hardly be 
true of the short swing variations — the daily fluctua- 
tions. From the nature of their position the packers 
know far more than the feeders do. On the supply side 
they have all the information the feeders have from 
government reports, movements to markets, arrivals — 
not at one market only, but at all markets — and are in 
position to assemble, interpret and utilize such informa- 
tion as no shipper can or is likely to do. They have 
facilities, moreover, for collecting information as to 
feed-lot conditions the shippers do not have. On the 
demand side the advantage is also with the packers. 
They have access to all the government information the 
shippers have and are in position to utilize it as the 
shippers are not, while through their marketing or- 
ganization they have first-hand information as to 
stocks on hand, current and prospective demands, to 
which shippers have no access. Without any collusion 
on the part of the packers, a weak market for fresh 
meats or even an anticipated weak market is bound to 
lead to the same action on their part — a curtailment 
of purchases and an effort to buy at a lower price. If 
receipts happen to be heavy at the same time a slump 
naturally results. If the receipts are normal, or short, 
and sellers have every ground for expecting a strong 
market, the packers for legitimate reasons may each 
make light purchases and weaken the market; and the 
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shipper is likely to interpret the situation as due to 
collusion among buyers. The very fact that each of the 
big packers represents a highly centralized buying 
organization dealing with many imperfectly informed 
individual sellers in many markets gives him a bar- 
gaining advantage. 

Without any collusion, it seems clear that fluctuations 
quite beyond the power of the ordinary seller to under- 
stand are likely to occur. If there is a combination 
among the big packers, their power to “‘make the mar- 
ket” cannot be questioned. With full and free com- 
petition fluctuations are certain to occur in marketing 
what is essentially a perishable product, and the packers 
from their position are favorably situated to guard 
against loss from them, while the producers are not. If 
the power to “‘make the market” is exercised through 


1 Mr. Edward Morris, in denying any agreement for dividing purchases, has de- 
ecribed the buying policy of his company as follows: ‘‘Our buy is governed solely by our 
capacity to kill, our distributive outlet, and the receipts. Ordinarily, in times of peace, 
we purchase cattle for three different purposes; that is (a) for distribution through our 
branch houses, car routes, and such direct trade as we may have; (b) for hotels, rail- 
roads, steamships, and institution trade; (c) canners and similar purposes. .. . The 
first thing in the morning is for the head of the beef department to distribute his orders 
to the head catile buyers at the different markets for as many cattle as he figures they 
can use, giving larger or smaller orders to each buyer ding to the ipts at the 
particular market, the kind of cattle that are coming to the particular market, killing 
capacity of the plant at each market, and also taking into consideration what cattle 
have been costing in the various markets as compared with what they have been selling 
for at other markets. During the day these orders may be changed. Receipts may be 
larger or smaller than at first reported, and one market may be considerably higher or 
lower than others, causing changes in the original orders. The head of the beef depart- 
ment also gives his opinion to the cattle buyer as to whether the cattle should be bought 
higher or lower, basing this opinion on the receipts of the cattle, which fluctuate con- 
tinually, and also the condition of the beef trade. But above all, the first aim is to oper- 
ate our plants as near capacity as possible, and the buyer, in order to do so, must buy 
cattle in the market in which he operates, at the market price, in order to keep his 

“* As there is no agreement whatever as to the percentage of ‘buy,’ we have different 
buyers for steers, cows, hogs, and sheep. Each must be an expert in his particular kind, 
for the buy is based solely on his judgment as to quality, fill, and dressing. bs 

‘*You can readily understand that each buyer must have an approximate order for 
the number of head which he is to buy daily, and it must be self-evident that it would 
be an absolute impossibility to give instructions in any possible manner to buy a definite 
and fixed percentage and not have these buyers know it. Our buyers trade absolutely 
according to market conditions and our needs of live stock.”” Hearings, H. R. 13,324, 
Part IV, p. 1038. 
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combination, price fluctuations which are ruinous to 
producers may be, with a fair degree of regularity, 
turned into profits for those who control. It is impor- 
tant, therefore, to examine the nature of the evidence 
adduced by the Commission to support its charge of a 
monopoly. 


V. Tae CHarGE or CoMBINATION 


The Commission in unequivocal terms charges that 
such a monopoly control exists; that the effort of the 
packers, especially of the three leading companies, to 
control the meat situation, ‘‘extends in an almost un- 
broken series over a period of more than 30 years, 
beginning with the agreements and combinations 
formed by Philip D. Armour, Gustavus F. Swift, and 
Nelson Morris about 1885 and ending with the present 
agreements, pools, controls, and multiple communities 
of interest of their descendants.” ! During part of this 
period the Cudahy Packing Company, the Schwartzs- 
child and Sulzberger Company (now Wilson and Com- 
pany), and several smaller concerns were associated in 
the combination. 

The history of these combinations is divided by the 
Commission into three periods as follows: From 1885 to 
1902, the period of the dressed meat pools; from 1902 
to 1912, the merger period; and from 1912 to the pres- 
ent, a period characterized by the continuance of a live 
stock pool in domestic markets and a formal agreement 
for the division of the South American export trade. 
During the first period there was an almost continuous 
arrangement, modified from time to time, for the fixing 
of beef prices, the division of territory, ‘‘the division of 
certain public contracts, and the compulsion of retailers 

1 Report, Part II, p. 11. 
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to buy their beef from the great packers.” The arrange~ 
ment was administered through regular weekly meet- 
ings of the pool: at the office of a joint agent, and was 
enforced by a system of fines and penalties. That a 
combination was in force during this period is admitted 
by the packers. 

The court records are so full and clear on this point 
that there can be no question as to the facts. In 1902 a 
petition in equity was filed asking for an injunction to 
restrain the packers from certain monopolistic practices. 
A temporary injunction was granted, and later this was 
made perpetual (1903) and finally approved by the 
Supreme Court in 1905. The order was directed to the 
five large companies, several smaller ones and a number 
of individuals, and forbade them to refrain from bidding 
against each other in the purchasing of live stock, to 
conspire to fix uniform prices for the sale of meats and 
the quantities shipped, to fix uniform rules as to credit 
to dealers and cartage charges, or to demand or receive 
rebates in any form from transportation companies. 

The second period was ushered in within a few days 
after the granting of the injunction, by the signing of a 
contract between the three leading companies, later 
joined by the Cudahy Packing Company and the 
Schwartzschild and Sulzberger Company, looking to- 
ward a merger of the interests concerned. A number of 
smaller properties in different parts of the country were 
also bought, not by the big companies, but by Armour, 
Swift, and Morris as individuals, with the purpose of 
turning them over to a great holding company modeled 
on the then recently organized Steel Corporation, “which 
would own not only these properties but also the prop- 
erties of the three companies.” ! Negotiations with the 


1 Henry Veeder, Hearings on Meat Packer Legislation. House Committee on Agri- 
culture, March 10, 1920, Part XIII, pp. 962-966. 
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banks for financing the enterprise were conducted for 
several months but finally abandoned at the end of 
November. The next step was to organize the National 
Packing Company as a holding company for taking 
over the properties bought while the larger scheme was 
pending. This was in 1903. In 1911 an indictment was 
brought against the company on the theory, as ex- 
plained by Mr. Veeder, that it was “‘the center at the 
meetings of which, in conducting the business of the 
National Packing Company, the directors of the 
National Packing Company at the same time trans- 
acted the business of the other three companies,” a 
theory declared by Mr. Veeder and others connected 
with the packers to be without foundation. The trial 
ended in March, 1912 with a verdict of not guilty. In 
August following the National Company secured the 
Attorney General’s approval of a plan for selling its 
properties to Armour and Company, Swift and Com- 
pany, and Morris and Company, and the plan was 
carried out. 

The verdict of 1912 is regarded by the packers as a 
vindication. It is safe to say that the public did not 
generally so regard it, and the Federal Trade Com- 
mission does not. It publishes letters from Mr. Veeder’s 
files which indicate that some of the properties turned 
over to the National Packing Company had been paid 
for by checks of the packing companies, and not by 
their presidents as individuals,' a distinction as to 
ownerships regarded at the time of the trial, and still 
regarded by Mr. Veeder, as vital.2 The Commission 

1 Report, Part IT, pp. 23, 24. 

2 Mr. Veeder. The only reason I was careful to distinguish (between individual 
and company ownership) was that there might be some question of legality of owner- 
ship of stocks by these corporations, but those three corporations never did and never 
attempted and never desired to own them. The three individuals bought those com- 


panies because they were going to organize a great big holding company, modeled upon 
the Steel Corporation, which would own not only these properties but the properties of 
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holds, moreover, that the methods employed under the 
old pool were continued with the National Packing 
Company “‘as a clearing house”; and that after the 
dissolution of that company those practices persist. 
There still exists, it is held, something more than a 
gentleman’s agreement, for as between the big com- 
panies “‘the understandings are definite and precise, 
and it is far superior in its operations to the clumsy 
* pool ’ of the nineties.” ! 

We turn now to a consideration of the evidence of 
combination adduced by the Commission. 

First of all it may be said there has been found no 
written agreements, no record of proceedings at stated 
meetings, none of the mechanism that characterized the 
earlier pool. In view of the experience through which 
the packers have passed it would be strange if docu- 
mentary evidence of that sort should have been found. 
There is, indeed, evidence that they regularly instructed 
their buying station managers concerning the law and 
that they were careful to avoid putting anything into 
writing that had the appearance of an agreement con- 
trary to law. Traveling auditors examined the files of 
such agents for questionable phrases in their corre- 
spondence and the auditors coached them upon the 
proper terms to use. The evidence presented by the 
Commission in the main shows what has been done 
rather than what it was agreed to do. In one case, 


the three companies. — There was nothing wrong in that ownership. The company 
had its buyers in the market and bought in competition with the others, and it had its 
branch houses located next door to the others and sold its beef in competition with 
them. 

Mr. Tincher. That is, you mean that the National Packing Co., with its controlling 
interest owned as you have enumerated competed with Armour & Co., Swift & Co., and 
Morris. 

Mr. Veeder. Yea, sir. 

Hearings on Meat Packer Legislation. House Committee on Agriculture, March 
10, 1920, Part XIII, p. 966. 


1 Report, Part II, p. 13. 
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however, an agreement has been found — the agree- 
ment entered into by the big packers and certain 
British packers in South America to regulate shipments 
of meat from that country to England. To that case 
we shall now give attention. 


The International Meat Pool 


It is charged specifically that as far back as 1911 the 
big companies were in agreement with certain British 
companies to control shipments from South America to 
England and the United States, and that the agreement 
was renewed in June, 1914. The packers admit that 
“‘the charge that there is an agreement to regulate ship- 
ments from South America to England has a certain 
basis of truth,” but deny that the arrangement in- 
cluded shipments to America. The agreement, it is 
held, ‘‘ was not only justifiable because it helped to make 
more regular the receipts of perishable meats in Eng- 
land, but the arrangement itself, made necessary by the 
lack of adequate boat space, was not secret, and was 
countenanced by British law. Furthermore, this 
arrangement is similar to the form of codéperation 
specifically permitted by the Webb bill, which is in- 
tended to encourage coéperation in exportation on the 
part of competing firms in the United States.” ! 

The Commission’s proof of the division of American 
shipments is apparently based on the evidence in the 
‘‘Black Book,” so-called, a memorandum book found 
in the office of Sulzberger and Sons, used by Germon 
Sulzberger, vice-president of the company, to record his 
conversations with representatives of the various pack- 
ing concerns on matters of common interest. The 


1 Swift & Co., Analysis and Criticism of Part II of the Commission’s Report. See 
also statement of Mr. Colver, Hearings on the Kendrick-Kenyon bills, Part V, p. 125, 
January 9, 1920. On this pool, see Part II, pp. 99-107, and Exhibit I. 
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entries leave it somewhat uncertain whether there was a 
definite understanding as to the division of imports to 
America. Sulzberger presented a table showing the pro- 
portion of imports arranged for as determined by the 
space allotted to each interest by the steamship com- 
pany. So far as can be judged, however, each interest 
made its own arrangement for space. Sulzberger 
objects to the large allotment of one company; he 
exchanges views with another packer as to future 
shipments of the several companies; he notes, after 
mentioning the limitation on the number of carcasses to 
be shipped to England, that, “‘as regards mutton for the 
United States, this is entirely unlimited’’; the conver- 
sation turns readily from English to American ship- 
ments as tho they were usually discussed together; 
yet there is no clear proof of agreement and some ex- 
pressions used seem to indicate there was none. 


Collusion in Domestic Transactions 


The Commission also finds that in the selling of meat 
products within the United States and in the handling 
of poultry and dairy products there are collusive prac- 
tices which amount to combination. One practice is 
that of rotation in price-cutting by the big packers to 
the injury of the smaller ones. Most of the evidence 
adduced on this point is in the form of statements of 
parties claiming to be injured by the practice. The 
packers explain such local cutting as the result of an 
oversupply of one kind of meat or another. It is un- 
fortunate that no careful intensive study of the trade 
policies of the packers was made by the Commission 
that would throw light on this and other mooted points. 
While the evidence on this particular point is not con- 
clusive, it certainly adds, when taken in connection 
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with the known relations of the large companies, to the 
probability of an understanding. 

The mass of correspondence drawn upon by the Com- 
mission shows many instances of an exchange of in- 
formation among the packers on test costs, margins, 
sales and prices, such as are not to be expected among 
active competitors. The general explanation of these 
instances given by the packers is that they are accounts 
of “‘past transactions” and in no way indicate an agree- 
ment as to future action. The exchange of views some- 
times, however, looks to the future. The local manager 
of the Cudahy Packing Company, e.g., writes the 
president of the Western Meat Company, a Swift con- 
cern, that ‘‘our idea would be that 6} cents for the 
average run of grass cattle would be about a fair market. 
figure, provided there are sufficient supplies to meet the 
summer requirements.” ! 

There is no evidence of agreement between these 
companies or their representatives to be guided by such 
views. But when the sales agents of the anthracite 
operators formerly held their meetings to learn the 
‘consensus of opinion” as to prices, it was understood 
in the trade, probably without formal agreement, that 
the prevailing views governed the policy of all. How 
far, if at all, this is true of the packer, has not been 
clearly established. The cases described by the Com- 
mission are all local in character and the acts of local 
managers. The packers admit there is a tendency 
among such managers, probably because it offers the 
most certain means for them to make a good showing, 
to agree on price policies with their competitors. The 
company rules clearly forbid such agreements and em- 
ployees are frequently admonished to avoid violations of 
the law. Yet one cannot read the correspondence with- 


1 Report, Part II, p. 123. 
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out a feeling that the Chicago office was more concerned 
to avoid the appearance of evil than to avoid the evil 
itself! Another form of friendly codperation is shown 
in an entry in the “Black Book” which tells of a con- 
versation between Germon Sulzberger and Mr. Armour. 
Sulzberger explained that the policy of Armour at New 
York was injuring his company, whereupon Mr. Ar- 
mour said “he had no intention to work against us and 
said he would arrange now to do the following: Reduce 
New York 10 per cent this week, and 10 per cent next 
week.”” An examination of Armour and Company’s 
books showed that the promised reduction of shipments 
actually took place. The packers apparently enter no 
general denial of the practices charged in this part of the 
report but attack the method of interpretation adopted 
by the Commission, seeking to justify some of the 
practices and to temper its statements of fact as to 
others. If local managers enter into price agreements, 
it is in violation of strict orders; the interchange of in- 
formation as to prices has to do with closed transactions, 
not future plans; the interchange of “‘margins”’ is not 
“formal” but casual; inspection of supplies in one 
another’s coolers is not ‘‘periodic”’ but occasional.* 


Question of a Live Stock Pool 


By far the most serious charge of combination has to 
do with the division of live stock purchases. The con- 
clusion of the Commission is that the five large packers 
“are in an agreement for the division of live stock pur- 
chases throughout the United States according to fixed 
percentages ...”; that they ‘‘exchange confidential 

1 For example, Report, Part II, pp. 108, 109, 146-153. 

? Ibid., Part II, p. 110, 


® See, e. g., Swift & Company’s Analysis; by far the ablest defense presented by the 
packers. 




















664 QUARTERLY JOURNAL OF ECONOMICS 


information which is not available to their competitors 
and employ jointly paid agents to secure information 
which is used to control and manipulate live stock 
markets ...”; that they “act collusively through 
their buyers, in the purchase of live stock”; and that 
these arrangements ‘‘constitute a restraint of inter- 
state commerce,”’ stifles competition among the five 
companies, brings about a substantial control of prices of 
meat and meat animals, and gives the ‘‘members of the 
combination unfair and illegal advantages over actual 
and potential competitors.” ! 

The evidence to support this broad charge consists 
mainly in statements made by former employees of the 
packers, documents taken from the packers’ files dur- 
ing the investigation, and the statistics of live stock 
purchases. 

An example of the first sort of evidence is the state- 
ment of a former head hog buyer for one of the big 
companies that during the National Packing Company 
period there was an agreement to divide the hog receipts 
at Omaha, Armour to get 30 per cent, Cudahy 30, 
Swift 25, and the National’s Hammond plant, later 
taken over by Morris, 15 per cent. ‘‘He said he was 
required to make the hog purchases for his company in 
line with these agreed percentages.”” The name of the 
informant is withheld for prudential reasons. Such 
testimony is, of course, unsatisfactory, and, unsup- 
ported, would have little weight. Documentary evi- 
dence from the files of the Cudahy Packing Company is 
introduced in support of the theory of a division of 
purchases. The correspondence goes back to the close 
of the National Packing Company period. On June 21, 
1911, E. A. Cudahy writes his Omaha manager: 


a Report, Part Il, p. 26. 
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When I was coming to Chicago on Monday night, Mr. R. C. Howe 
was on the train, and he called to see me at this office, and from 
what he said I don’t see anything for us to do only to secure our 30 
per cent of hogs at South Omaha, unless we want to take 29 per 
cent and let Swift run 26 per cent.! 


In another letter of June 30, he wonders ‘‘¥. aat they are 
booming these hogs on, because the receipts are so 
heavy that we cannot do much better on fresh pork 
cuts, but at the same time I do not see anything for us 
to do only to buy our full 30 per cent of hogs at Omaha 
this week, and 50 per cent at Sioux City. It might be 
well for us to be kind of bearish to start out next week.” 
On October 12, 1911, he writes: “‘I wired you today 
that I thought you ought to buy 17 per cent of the hogs 
at Kansas City, 30 per cent at Omaha, and 50 per cent 
or just as many as Armour buys at Sioux City.” On 
May 16, 1912, he writes: ‘‘The trouble is that there 
ought to be about 105 per cent to satisfy everybody, but 
all we are entitled to is 30 per cent and I think we ought 
to maintain this percentage, even if it is not satisfactory 
to others.” At the close of the year he ‘finds that his 
company has bought only 28.69 per cent, due to a policy 
of holding off when the market was advancing. He re- 
gards the showing as an indication that ‘we are slipping 
backward pretty fast and we must keep our percent- 
age.” 

No statistics of purchases at this market are given 
for the National period; but the following table from 
the Swift files shows how the percentages run from 1913 
to 1917. 


1 Report, Part II, p. 68. It seems from the remainder of the letter that Cudahy ex- 
pected his company’s purchase of 30 per cent would force up the market. He goes on to 
say: ‘‘I expect our Omaha and Sioux City market will be out of line for some time if we 
are going to maintain our position. I don’t see anything else for us to do.” All these 
references to ‘‘our share,” ‘‘our percentage” and like expressions are explained by the 
packers as meaning simply the usual share or percentage, which each packer naturally 
seeks to maintain. It is pointed out that such expressions are co in all industry. 
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Sours Omana — Swine! 








Year Swift % (Morris) % Cudahy % Armour % 





1913 | 519,712 | 24.21 | 351,289 | 16.36 | 622,885 | 29.02 | 652,786 | 30.41 
1914 | 447,633 | 23.75 | 309,441 | 16.42 | 564,042 | 29.93 | 563,646 | 29.90 
1915 | 478,152 | 23.40 | 349,979 | 17.13 | 611,474 | 29.92 | 603,910 | 29.55 
1916 | 617,569 | 24.80 | 432,715 | 17.37 | 720,601 | 28.93 | 719,779 | 28.90 
1917 | 520,940 | 24.92 | 375,916 | 17.99 | 593,521 | 28.40 | 599,644 | 28.69 
































It will be seen that the purchases are only an ap- 
proximation to those said to have been made the sub- 
ject of agreement during the National period. The 
Commission explains this by a supposed ‘‘readjust- 
ment”’ in favor of Morris when he took over the Omaha 
property of the National Packing Company. One other 
feature of the table is to be noted, a feature seen in 
many tables taken from the packers’ files and regarded 
by the Commission as significant. The figures do not 
show the total receipts but only those bought by the 
four large companies operating at this point. Purchases 
for local butchers, independent packers and specula- 
tors are not included in the Swift table. The “30 per 
cent ” Cudahy was striving for was that proportion of 
the purchases of the five large packers.? 

The Commission presents evidence to show division 
at other markets, as at Oklahoma City, where Morris 
and Sulzberger (now Wilson) have plants; at Fort 
Worth, where Swift and Armour operate; and at Den- 
ver, where the same two companies have plants taken 

1 Report, Part II, p. 71. 

® For the Cudahy letters see ibid., Part II, pp. 29, 30, 38, 67 and for the tables, 
p. 71. It should be remembered that the Cudahy Packing Co. was not concerned in the 
National Packing Co. and by implication was not in the alleged combination of that 
period, tho it had tardily joined in the more elaborate plan for a great holding company 
which failed in the fall of 1902. The Cudahy interests do not fail to point out the in- 
consistency of making their letters one of the chief means of proving a conspiracy from 


which by implication they are exonerated. See Thomas Creigh’s Memorandum, Hear- 
ings on H. R. 13,324, Part IV, p. 1161. 
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over from the National at the time of its dissolution. 
At all these points, it is charged, there is a ‘‘50-50” 
agreement between the companies concerned. The 
statistics of purchase show, as a matter of fact, a very 
even division from year to year, but there is not much 
evidence that the companies claimed any proprietary 
right in these percentages, or that there was any agree- 
ment concerning them. Nevertheless, they seem to 
have been taken for granted. There is some direct 
evidence on this point. Wilson’s head cattle buyer 
visited Oklahoma City in 1916, where he found some 
irregularities of sufficient significance to report. Mor- 
ris’ buyer had “raised us 10 or 15 cents in some 
places,” in retaliation for Wilson buyers having raised 
Morris “‘5 or 10 cents”; Morris’ buyer had refused on 
one occasion to follow orders from Chicago headquarters 
“to buy cattle 25 lower,”’ and took ‘‘practically all the 
cattle on the market that day”’;' the speculators were 
a disturbing element; and he thus sums up the situa- 
tion: ‘‘I think about as good a way to handle that prop- 
osition is to give our men instructions to buy about 
50 per cent of the beef cattle received on that market 
regardless of what others do.”’ More to the point as 
indicating a definite understanding is the following 
from a letter by Philip D. Armour to his uncle, J. Ogden 
Armour, 1915, about the Denver situation: 

Swift’s plant, from what I hear and from the little I saw of it is far 
ahead of ours, both as to size and condition. Of course, as you know, 


everything here is done on a 50-50 basis, and with the facilities we 
have it is almost impossible to keep up this ratio. 


The tables show that in 1914, Armour bought 49.87 per 
cent of the hogs; in 1915, the year the letter was written, 


1 Report, Part II, p. 73. The letter does not explain how Wilson knew what instruc- 
tions bad been sent by Morris to his buyer. 
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47.70 per cent; in 1916, 48.54; and in 1917, 49.54 per 
cent. The cattle purchases for 1916 were 50.73 per 
cent to Swift and 49.27 per cent to Armour.’ 

Not only for particular markets, but for all markets, 
this plan of apportioning purchases is said to prevail. 
The proof of an agreed division rests mainly on such 
evidence as that given above for particular markets and 
on the observed constancy of the actual purchases 
made. There is a wide variation in the percentages 
bought from week to week; this is admitted by the 
Commission, but the cumulative figures during the 
year and those from year to year are striking, as shown 
in the table which follows. The figures, covering all 
markets where the agreement is said to be in force, were 
found conveniently arranged in the files of one of the 
packers.? 


























CaTTrLe 
Year a > | a Swift Armour Morris Wilson Cudahy 
1913....| 5,082,619 | 33.90 27.18 17.80 11.74 9.38 
1914....| 4,841,689 | 34.01 27.16 17.97 11.56 9.30 
1915....| 5,279,407 | 34.47 27.57 18.14 10.15 9.67 
1916....| 6,097,183 | 34.59 27.04 17.86 10.94 9.57 
1917....| 7,629,569 | 35.07 26.96 17.14 10.85 9.98 











SHEEP 








1913....| 10,174,937 | 39.49 | 28.65 | 12.95 | 9.59 | 9.32 
1914....| 10,085,936 | 38.94 | 27.80 | 12.46 | 10.27 | 10.53 


1915....| 8,778,591 | 38.85 | 28.13 | 12.60 | 10.32 | 10.10 
1916....| 8,969,462 | 38.93 | 27.83 | 12.32 | 10.11 | 10.81 
1917....| 7,059,268 | 80.64 | 26.25 | 12.33 | 10.65 | 11.13 


























1 Report, Part II, pp. 75, 76, and 252. 
* Ibid., Part II, p. 57. 
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Hogs 








1913....| 16,273,917 | 36.59 | 31.76 | 13.18 | 7.72 | 10.75 
1914....| 14,564,983 | 36.61 | 31.75 | 1315 | 7.97 | 10.52 
1915....| 17,816,443 | 36.87 | 31.44 | 13.15 | 8.79 | 10.25 
1916....| 20,350,872 | 36.04 | 31.57 | 13.33 | 8.44 | 10.62 
1917....| 16,343,612 | 36.01 | 30.82 | 13.17 | 8.96 | 11.04 


























The packers attack the argument based on per- 
centages in two ways. In the first place, it is held that 
the use of percentages where large numbers are in- 
volved is wholly misleading since a slight change in per 
cent makes so wide a variation in number as to destroy 
the theory of agreement.'! The second mode of attack is 
to accept the fact of a striking constancy in the per- 
centages, but to show that they are no more striking 
than those for recognized competitors like groups of 
railroads, manufacturers of paper, insurance companies, 
and merchandisers.? Businesses of all kinds, it is held, 
reach such an equilibrium in the course of their develop- 
ment and steadiness of percentages of output simply 
become the expression of plant capacity, facility for 
distribution, and established trade. So far, indeed, 
from being an evidence of combination such constancy 
is the best proof of active competition. ‘The fact is that 
each packer watches the others so closely that no one 
of them is able to gain appreciably on the others, and 
consequently each remains fairly constant from year to 
year.” * Mr. Armour gives much the same kind of an 
explanation of the situation at Denver, referred to 
above: 

1 Edward Morris, Hearings on H. R. 13,324, Part IV, pp. 1039-1042. 

2 See, e. g., Weld’s figures presented to the House Committee on Agriculture, Hear- 


ings on the Andersor bill, March 11, 1920, Part XIV, p. 1024. 
* Swift & Co., Analysis and Criticism, p. 29. 
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When the National Packing Company was dissolved, there were 
two plants at Denver, and they had for some years been doing about 
the same amount of business under the National Packing Com- 
pany. We took one plant and Swift took the other plant. Nat- 
urally, when we took that plant it was our desire then, the same as 
it would be now, to maintain the position the plant we took over 
had, and that happened in that case to be one-half the business.’ 


This theory of automatic stabilization of industry at 
relatively fixed percentages — not of the whole busi- 
ness, but of, say five of the largest, most intimately 
related companies in it — would be easier of acceptance 
if certain scraps of information had not been brought 
to light by the investigation. The question of “‘per- 
centages” was not new to the packers when it was made 
public by the Commission. The packers all keep such 
figures. In certain tables of comparative percentages 
from Swift’s files there are references to a ‘‘1910 arbi- 
trary” which the Commission interprets as the basis 
for certain readjustments of agreed proportions, when 
the property of the National Packing Company was 
distributed in 1912. The company explains this “arbi- 
trary of 1910” as a convenient base for it to compare 
what it and its competitors were doing; nothing more. 
It is significant, however, that Sulzberger in his “‘ Black 
Book” memoranda should on more than one occasion 
be harking back to the figures of that same year, not 
for making his own watchful observations on what his 
competitors were doing, but for purposes of conference 
with the officials of other large ccmpanies. The infor- 
mation is scrappy, and the notes may be capable of 
more than one interpretation, but they tend strongly 
to confirm the theory of some sort of understanding.* 


1 Hearings on Senate Bill 5305, p. 664; see also, Hearings on H. R. 13,324, Part IV, 
p. 754. 

2 Report, Part II, Exhibit I, the ‘‘Black Book,” especially the tables, p. 214, and the 
entries for April 21, May 7, June 4, and June 18, 1914. One question raised at these 
conferences was that of including exports in the percentages; another related to the 
inclusion of the purchases of certain affiliated companies. 
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There is some other evidence that stabilization at the 
current percentages, such as they are, has not been 
wholly fortuitous. Mr. Armour tells us how an equilib- 
rium was reached at Fort Worth. He bought the 
yards there, whereupon Swift gave signs of locating at 
Dallas, 30 miles away. To prevent this he offered to sell 
Swift a half interest in the Forth Worth yards. 


Q. Now, when you had this talk with Swift, and suggested to him 
to come over to Forth Worth, did you not reach an understanding 
that if he was to come over there, it was going to be on a 50-50 
basis. . .? 

Mr. Armour. I think that is the only way he would come.* 


This, it will be noticed, goes back of an assumed ‘‘nat- 
ural plant capacity” to show how it was determined. 
The testimony of Mr. Edward Morris? goes to show 
that his plant capacity and Sulzberger’s (now Wilson 
and Company) at Oklahoma City was determined in the 
same way; and, that once determined, it must be re- 
spected. He decries the amount of space ‘‘devoted in 
this Report to the so-called 50-50 markets.” It was to 
the interest of the live stock industry in the Southwest 
to build plants there and develop this market. 


Could it be built up by “ruinous competition ” ? In other words, if 
one should attempt to buy more than the natural capacity of his 
plant, or his share, if you please, the necessary result would be re- 
taliation, and the necessary result of that would be that one or the 
other would ultimately be driven out of the market and then you 
would have no market at all. And yet this Commission lays hold of 
the situation at three or four yards, similarly situated, and on the 
unjust theory evolved, would create prejudice and feeling against 
the packers, while they are really operating in the interest of the 
cattle man and the hog man. . . . This theory of the 50-50 markets 
reads very nicely, but when you get down to cold facts you will find 
that it is in the interest of the producer that these little markets near 
the sources of production be maintained and they cannot be main- 
tained by “ruinous competition.” 


1 Hearings on the first Kendrick bill, Senate bill 5305, Part I, p. 655. 
2 Hearings on H. R. 13,324, Part IV, p, 1026, 
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Swift and Company take the same practical view of 

the matter. Speaking, not merely of the small markets, 
but generally, the company says: ' 
It is true that the competition in purchasing does not take the form 
of “cut-throat” competition, except perhaps at certain times. Any 
packer might be able to increase his proportion inordinately by 
bidding up thgoing out and e market; or, in other words, by paying 
more than the animals are worth for dressed meat. Any packer who 
tried this would of course lose money, and the chances are that even 
if this were tried, the other packers would follow suit in order to 
maintain their position in the market. ... If there is anything 
wrong with the lack of cut-throat or destructive competition that 
would result from a reckless attempt to increase purchase percent- 
age by bidding up the market inordinately, the packers are guilty. 

One cannot find fault with the soundness and prac- 
tical wisdom of this reasoning. But it raises a question 
as to what kind of competition is left after destructive 


competition is eliminated. 


Collusive Practices in Buying 


Faith in an open competitive market is further tried 
by certain market practices more or less questionable. 
The old plan whereby competition was restricted by 
one packer’s buying a string of cattle and apportioning 
them to others at the same price seems long ago to have 
been abandoned. But a policy of making “part pur- 
chases” has grown up that has roused suspicion and 
dissatisfaction. It seems proper enough for each packer 
to buy only such a number of each kind of cattle as he 
wants for the day; but he gets the kinds he wants by 
breaking up many lots and this is done as a buying 
policy, directed from the head office. The effect in- 
tended has been to depress prices. When the president 
of one company which followed this policy rigorously 
found many complaints arising from it, he ordered a 

1 Swift & Co., Analysis, pp. 27, 28. 
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modification of the rule, and got back the report from 
his manager at that point that the modified rule had 
“given a snap to the market.” It may be difficult 
to prove that any agreement exists to split the pur- 
chases; but when the big companies, capable of hand- 
ling very large lots of given grades, follow the same 
policy, it tends to confirm the popular belief in collusion. 

Thesame may be said of the method of reporting “‘split 
shipments ’”’ — those made by a feeder to two or more 
markets for the sake of any advantage he may derive. 
The reporting and statistical service of the big packers 
has great skill in detecting such “splits.” They are 
promptly reported to all the markets concerned for the 
guidance of buyers. Their aim is to pay the same price 
for the same grade of cattle, ‘‘keep the market in line,”’ 
make it a matter of indifference whether the feeder 
ships to one market or another. “Splits” do not always 
sell for the same, but uniformity in price is certainly 
striking.' It is contended by the packer that a useful 
service is performed in ‘‘keeping the markets in line,” 
since it prevents gluts in one place and shortages in 
another. That the even distribution of stock to the 
various markets is desirable goes without saying — if 
it can be made on the basis of proper prices. But it is 
evident we have here a device for destroying that com- 
petition of markets generally regarded as essential to 
healthy trade. 

Of more significance is the practice of “wiring on.” 
This is an old device. It was complained of by shippers 
as early as 1891,? tho it has always been denied by the 
packers. In case a shipper is not satisfied with what he is 
offered in one market, he sometimes forwards his stock 
to another. He is almost certain to find wherever he 


1 Report, Part II, p. 87. 
* Senate Reports, No. 829, 5ist Cong., Private Sess., pp. 615, 1891. 
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goes and however he may have tried to cover his move- 
ments, that information as to what he has been offered 
has preceded him. On this subject the Commission 


says: ? 


A study was made of how the packers secure market and shipping 
information at Kansas City. There it was brought out that the Big 
Five jointly employ two men to gather market information. This 
arrangement has been operating at Kansas City for many years. 
Not only were these agents of the five companies required to report 
“estimated” receipts and all live-stock purchases, but they were 
required to secure from the stockyards company’s records early each 
morning between 5 and 6 o’clock a list of all shipments made on the 
day before to other markets. This information was used by the big 
packers, according to two buyers at Kansas City, as a basis for 
“wiring on,” that is, following shipments to a second market. 

At the time the investigation of this matter was made in Kansas 
City these two employes of the combination were being paid by 
Wilson & Co., Inc. Wilson & Co., Inc. in turn pro-rated this semi- 
monthly salary expense among the other packers on the basis of 
their live-stock percentages. 

Of this method Swift and Company say: 

The practice of wiring on is in itself perfectly legitimate. Sup- 
pose a buyer for Marshall Field & Company, located in New York, 
were offered a bill of goods at a price which he was unwilling to pay. 
The seller of these goods decides to go to Chicago and approach a 
Marshall Field buyer there. The New York buyer naturally wires 
the Chicago buyer, stating the price he has offered.? 

It looks like a simple and harmless bit of efficiency. 
But the two cases are not parallel. Suppose the seller in 
this case had tried to conceal his movements in order 
that he might meet buyers in a new market without 
prejudice, and that information about them had been 
obtained by questionable means from an unfaithful 
servant of the carrier; suppose when he got to Chicago 
he found the information he had tried to keep away 
from the buyers was not only in the hands of Marshall 


1 Report, Part II, p. 46. See also Haines’ report, Hearings on Senate bill 5305, 
65th Cong., 3d Sess., Part II, pp. 2106-2108. 


2 Swift & Co., Analysis and Criticism, p. 53. 
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Field, but in the hands of four other buyers intimately 
associated with him in numerous enterprises, all in- 
terested in “keeping the market in line,” if nothing 
more; that these five buyers represented 80 per cent 
of the buying power of the market; and that the seller 
was well aware that to whatever market he turned he 
would find the same five buyers there representing on 
the average 80 per cent of the buying power — then you 
have a parallel and then you have the situation the 
live stock men have to face. It is not to be wondered at 
that every appearance of collusion should be taken as a 
proof of combination against them. 

Is the charge of combination sustained by the 
evidence ? Everything depends upon one’s point of 
view and the definition of terms — what constitutes a 
healthy state of competition, combination, proof. The 
packers seem to think the charges imply a formal agree- 
ment looking to the establishment of an absolute and 
complete monopoly as among the five large companies. 
No formal agreement has been disclosed; and it is 
clear that there is no absolute and complete monopoly 
— the existence of more than 200 “‘independent”’ pack- 
ing companies contributing to the meat supply shows 
it. The evidence printed shows, too, that among the 
five companies there is active competition, that the 
identification of interests is far from complete, and the 
packers are doubtless right in saying that if all the 
documents in the Commission’s possession were printed 
they would give more conclusive proof of competition. 
This would not invalidate the charges of the Commis- 
sion. In the days of the hardest and fastest railroad 
pools there was always some sort of competition and 
there is always likely to be till there is complete con- 
solidation; and even then a competition persists. 
There is competition between the constituent com- 
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panies of the same concern; there is competition of a 
kind between the departments of the same company. 
Mr. Veeder, as we have seen, thinks that perfectly 
satisfactory competitive conditions existed as between 
the National Packing Company and the three companies 
whose presidents held the stock of that concern. He 
can show such competition now. But there is a natural 
distrust of it. Even tho point after point of the case 
against the packers may be reasonably explained away, 
one’s mind stalls at accepting so many explanations and 
finally settles down to the belief that the theory of a 
combination is more credible than the explanations. 
The Supreme Court had somewhat the same situation 
to deal with in the injunctions suit, 1903-04, already 
mentioned. Mr. Justice Holmes, speaking from a 
slightly different point of view, describes fairly well the 
situation as it appears at present: 


The scheme as a whole seems to us to be within reach of the law. 
The constituent elements, as we have stated them, are enough to 
give to the scheme a body and, for all that we can say, to accomplish 
it. Moreover, whatever we may think of them separately when we 
take them up as distinct charges, they are alleged sufficiently as 
elements of the scheme. It is suggested that the several acts charged 
are lawful and that intent can make no difference. But they are 
bound together as parts of a single plan. The plan may make the 
parts unlawful. ... The statute gives this proceeding against 
combinations in restraint of commerce among the states and at- 
tempts to monopolize the same. Intent is almost essential to such 
a combination and is essential to such an attempt. Where acts are 
not sufficient in themselves to produce a result which the law seeks 
to prevent — for instance, the monopoly — but require further acts 
in addition to the mere forces of nature to bring that result to pass, 
an intent to bring it to pass is necessary in order to produce a dan- 
gerous probability that it will happen. . . . But when that intent 
and the consequent dangerous probability exist, this statute, like 
many others and like the common law in some cases, directs itself 
against that dangerous probability as well as against the completed 
result. What we have said disposes incidentally of the objection to 
the bill as multifarious. The unity of the plan embraces all the parts. 


1 196 U. 8. 396. 
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Taking into account the history of the development 
and expansion of the great companies, their present 
great size, their. proximity, the close family relations 
which exist, the more than hundred enterprises in which 
they are jointly interested, the percentages, the scraps 
of information disclosed by the correspondence, the 
evidence of the “‘Black Book,” the market policies just 
described, the ease with which concert of action can be 
secured at a nod through what is perhaps the most 
powerful buying and selling organization in the world — 
considering all these factors together, one cannot but 
conclude there is in the situation a “dangerous prob- 
ability’ of monopoly. 


VI. Tue Patmer-PackerR AGREEMENT 


The view that there is danger of monopoly seems to 
be taken by the Department of Justice. After four or 
five months of study of the evidence collected by the 
Commission during the spring and summer of 1919, the 
Department concluded that there had béen established 
such a degree of probability of monopoly as to warrant 
prosecution under the anti-trust law. During September 
and October an investigation was made before the 
Federal Grand Jury at Chicago, and a similar investi- 
gation was being arranged for in New York late in 
October, when the Attorney General received intima- 
tions from the packers that they desired to confer with 
him, that they felt they had never been accorded a 
proper hearing before the Federal Trade Commission 
and that before action was taken by the Department 
they would like to present their side. This led to a 
series of discussions which ended late in December in 
an agreement on the part of the packers to the terms 
of a decree to be filed in the Federal Court for control- 
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ling their activities. This was before suit had been 
commenced and before it had been decided whether to 
proceed under the civil or the criminal sections of the 
law. Following is a summary of the terms as prepared 
by the Attorney General. 


Under this decree the defendants, and each of them, either as 
corporations or as individuals, are compelled in brief: 

1. To sell, under supervision of the United States district court 
preferably to live-stock producers and the public, all their holdings 
in public stockyards. 

2. To sell, under the same supervision, and in like manner, all 
their interest in stockyard railroads and terminals. 

3. To sell, under the same supervision and in like manner, all 
their interests in market newspapers. 

4. To dispose of all their interests in public coldstorage ware- 
houses except as necessary for their own meat products. 

5. To forever disassociate themselves with the retail meat 
business. 

6. To forever disassociate themselves with all “unrelated lines,” 
including wholesale groceries; fresh, canned, or salt fish (and a large 
number of other commodities enumerated). 

7. To forever abandon the use of their branch houses, route 
cars, and auto-trucks, comprising their distribution system, for any 
other than their own meat and dairy products. 

8. To perpetually submit to the jurisdiction of the United States 
District Court under an injunction forbidding all the defendants 
from directly or indirectly maintaining any combination or con- 
spiracy with each other, or any other person or persons, or monopoliz- 
ing or attempting to monopolize, any food product in the United 
States, or indulging in any unfair and unlawful practices. 

The decree further provides that jurisdiction is perpetually re- 
tained by the court for the purpose of taking such other actions, or 
adding at the foot of the decree such other relief, if any, as may 
become necessary or appropriate for the carrying out and enforce- 
ment of the decree, or for the purpose of entertaining at any time 
hereafter any application which the parties may make with respect 
to this decree. 


The question of dealing in butter, cheese, eggs, and 
poultry was considered, but as will be seen was left out 
of the settlement altogether. The packers were left 
undisturbed in their cottonseed oil and oleo operations, 
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and also in the possession of their refrigerator cars. 
Mr. Palmer explained to the House Committee on 
Agriculture that by disassociating the packers from the 
handling of groceries and other “‘unrelated’’ products, 
and by debarring them from using their cars for the 
transportation of such commodities owned by others, 
he had taken “the poison out of the refrigerator car 
complaint.” It should be noted that while the com- 
panies cannot handle the “unrelated” commodities, 
nor own the stock of companies handling them, the 
packers as individuals may; but individually or 
jointly they may not own more than 50 per cent of the 
stock of such a corporation or more than a half interest 
in a firm handling these goods. 


This settlement does not decide the question as to 
whether there is or was a combination in restraint of 
trade. The language of the Attorney General leaves no 
doubt, however, as to his belief in a combination and in 
the danger of the development of a vast food monopoly; 
that, in his view, is where the development of the last 
few years was leading. He seems to recognize the fact 
that he was smashing a highly efficient machine but 
that it was necessary to choose between efficiency, 
monopoly, and semi-benevolent autocracy on the one 
hand and relative inefficiency, free competition, and 
the open door to industry on the other.! 

1 The memorandum containing the terms agreed on is printed,in the Hearings on 
the Kendrick-Kenyon bills, Part IV, pp. 18 ff., January 7, 1920. Mr. Palmer’s explana- 


tion of the terms follows. See also his statement before the House Committee on Agri- 
culture in the Hearings on the Anderson bill, Part XX XI, April 3, 1920. 
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Proposed Legislation 


Meanwhile Congress has given considerable time, 
through its committees, to a study of the problems pre- 
sented by the Report. The Sims bill was introduced in 
the House in November, 1918.! It authorized the Presi- 
dent to acquire and operate through such agencies as 
the President might direct all the larger stockyards of 
the country, together with exchange buildings, terminal 
railroads, rendering and serum plants, market news- 
service, market facilities and other yard adjuncts, to 
acquire contiguous territory for lease to packing plants 
and to acquire and operate special equipment cars 
including refrigerator and stock cars. The bill reflects 
the war psychology of the period, when no proposal for 
an extension of government activiiics seemed too ex- 
travagant. The bill probably had little chance of pass- 
ing even as a war measure, and with the signing of the 
armistice its defeat was certain. It died in the com- 
mittee with the old Congress. 


Simultaneously with the Sims bill, the first Kendrick 
bill was being considered in the Senate.? It, too, died in 
the committee; but it became the pattern for a new bill 
by Mr. Kendrick in the 66th Congress and another of the 
same general tenor by Senator Kenyon.* The Kenyon bill 
may be selected for description. The purpose of themeas- 
ure seems to be to treat the packing industry and busi- 


1 H. R. 13,324, 65th Cong., 3d Sess. Hearings before the committee on Interstate 
and Foreign Commerce were begun December 19, 1918 and continued til] the middle of 
February 1, 1919; published in five parts. 

2 Senate bill 5305, 65th Cong., 3d Sess. Hearings were held before the Committee on 
Agriculture and Forestry during January and February, 1919; published in two parts. 

* Senate bill 2199 and Senate bill 2202, respectively. Hearings were held on the two 
measures before the Committee on Agriculture and Forestry during August and Sep- 
tember, 1919, and were published in two parts. A few supplementary hearings were 
also held in January, 1920. 
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nesses connected with it as public utilities. The Sims bill, 
after placing all marketing facilities in the hands of the 
government left the packers to carry on their business 
in their own way. This bill requires all interstate 
slaughterers, commission firms, operators of stockyards, 
large handlers of poultry and dairy products and all 
stockyards news services, to be licensed. The packers 
are particularly prohibited from engaging in any unfair, 
or unjustly discriminatory practice; from apportioning 
purchases of live stock or live stock products among 
other packers, or of ‘‘unreasonably”’ affecting the price 
of live stock; from engaging in manufacturing or dealing 
in side lines where the effect may be ‘‘to substantially 
lessen competition . . . or tend to create a monopoly ”’; 
from conspiring to apportion territory purchases or 
sales, or to prevent others from engaging in a com- 
petitive business. The power to grant, and to suspend 
or revoke, licenses is vested in the Secretary of Agri- 
culture. An appeal from the revoking order of the 
secretary lies to the Circuit Court of Appeals. In case 
the secretary is sustained, or when no appeal is taken, 
the court is required to appoint a receiver to take over 
and operate the property. The active administrative 
officer is a Commissioner of Foodstuffs appointed by 
the President but acting under the supervision of the 
Secretary of Agriculture. The secretary is clothed with 
large powers of investigation and regulation; and is 
authorized to establish a system of records and accounts 
from which the licensee may not depart. 


As already pointed out the bill requires the packers 
to sell their interest in stockyards within two years. It 
provides also important changes in the refrigerator car 
service. The carriers are required to furnish an ade- 
quate supply of such cars “upon reasonable request 
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therefor without unjust discrimination’’; and they are 
forbidden to move the packers’ cars “‘except upon the 
conditions that they may be furnished by the carrier to 
any person making reasonable request for such cars, in 
accordance with the provision of this section, under 
such arrangements as to just compensation and other- 
wise as may be made between the carrier and such per- 
son owning or controlling such cars, with the approval 
of the Interstate Commerce Commission.” This is one 
of the most fiercely contested provisions of this pro- 
posed legislation. The situation is not an easy one to 
meet. It is not intended here to enter upon a discussion 
of the private car feature of the investigation, but this 
much may be said, that there has been a great deal of 
complaint, not as in the old days because of low freight 
rates concealed in high mileage payments (for the 
financial return is in recent years very low) but because 
of the superior service the packers’ cars give. This 
complaint has been made by the small packers who own 
or lease only a few cars and who cannot afford such an 
organization as the big packers, with their hundreds of 
cars, have at strategic points to keep them moving and 
to prevent them from being diverted from the exclusive 
use of the packer. More complaint, however, has been 
made by the shippers of non-meat products requiring 
refrigeration, because of the superior service enjoyed by 
the packers with respect to these products. The aim of 
the provision apparently is, while permitting the packers 
to retain ownership, to compel them to pool their cars 
with such as the carriers may be forced to acquire. The 
packers have professed their willingness to sell their 
rolling stock if they could be assured of an adequate 
supply of railroad cars; but, of course, they can have no 
assurance of this. The measure would tend to eliminate 
the inequalities in service complained of, but this would 
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probably be done at the expense of the efficiency of the 
big packers’ service without much improvement for the 
service of others; and it seems likely it would result in a 
poorer service for the meat industry as a whole. In 
view of the packers’ retirement from the grocery busi- 
ness and the possibility of improving the shipping 
rules of the carriers this section of the bill appears of 
very questionable value. 

While the Senate Committee has reported a bill dif- 
fering in important respects from the Kendrick and the 
Kenyon bills, the provisions of these measures have ap- 
peared in the House as the Anderson bill,! where it is 
still pending. The substitute bill reported in February 
by Mr. Gronna aims at the same general ends as the 
Kenyon bill, but differs in important respects. The 
scope of the bill is narrowed to include only the packers 
and the “‘operators” of stockyards. These are not re- 
quired to take out a license, but may do so under 
Section 25, designed “‘ primarily to stimulate codéperative 
organizations to conduct local stockyards and packing 
houses” without financial aid from the government, but 
with a vast deal of advice, coéperation and supervision. 
Registrants agree beforehand to comply with such 
regulations as the commission created by the act may 
impose. The packers express the fear that altho regis- 
tration ‘‘in form may be regarded as permissive, it will 
become, in fact, compulsory because it gives oppor- 
tunity for gross favoritism to those who register and all 
sorts of discrimination against those who do not.”” They 
consider this provision, for all practical purposes, as 
objectionable as the license system.* ‘‘ The bill seeks to 
establish for this industry,” says the Senate commit- 

1 H. R. 6492, 66th Cong., Ist Sess. 


* “* Analysis” of the Gronna bill by the Institute of American Meat Packers. Hear- 
ings on the Anderson bill, Part XVI, p. 1252. 
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tee, ‘‘a degree of public supervision comparable to that 
which has long been exercised over railroads by the 
Interstate Commerce Commission” and it creates a 
Federal Live Stock Commission to enforce its provisions, 
and the rules, regulations, and orders which the Com- 
mission may . . . prescribe in conformity with this act.” 
“‘No commissioner shall engage in any other business, 
vocation, or employment, or be directly or indirectly 
interested in the business of any packer or operator.” 
The Commission is given powers of investigation similar 
to those exercised by the Federal Trade Commission, it 
may require accounts to be kept in prescribed form, and 
it takes over all the duties of the Bureau of Markets 
relating to the production, distribution, and consump- 
tion of live stock and live stock products. The bill does 
not deal with the packer car question. 


If the packers hoped to ward off legislation by their 
arrangement with the Department of Justice, they are 
likely to be disappointed. The cattle men who have been 
urging legislation and a majority of the committee on 
agriculture in each house are convinced that positive 
law is needed to supplement. and make effective the 
consent decree. Since the inquiry began, the packers 
have voluntarily abandoned certain objectionable prac- 
tices not dealt with in the decree. But it is doubtful 
whether the advocates of regulation will be content 
to leave such matters to the discretion of the packers. 
What sort of legislation will finally commend itself 
to Congress is still uncertain. The real contest, for 
which the stage now seems to be set in both houses, is at 
bottom to be over the question, not as to what kind of 
legislation is to be imposed on a “ private industry,” but 
very definitely whether the stockyards and live stock 
commission business at least shall be placed in the class 
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of public utilities and regulated as such, and somewhat 
less definitely whether the meat-packing industry is to 
be placed in essentially the same class.' 

G. O. Virtus. 


Untversity oF NEBRASKA. 


1 Meanwhile at least one of the states has enacted some packing house legislation of 
its own. Before the Kansas legislature of 1920 had been in session a month it had passed 
a bill declaring the packing house, stockyards, live stock trading, and rendering busi- 
nesses ‘‘to be a public interest . . . subject to reasonable supervision by the state" and 
requiring those conducting such businesses to ‘furnish reasonable, adequate, and safe 
service . . . under reasonable rules . . . at reasonable rates and charges.” All persons 
engaged in these activities are required to apply for a license to the Kansas live stock 
bureau created by the act, composed of the state live stock sanitary commissioner and 
two other members to be appointed by the governor and to serve without pay. The 
bureau may grant, refuse, and revoke licenses and to it is delegated the power to estab- 
lish and enforce rules, regulations, rates and charges, relating to the industry. Appeals 
from its orders may be taken to the newly created court of industrial relations and from 
the orders of this body to a court of competent jurisdiction. It is worth noting that the 
state sanitary live stock commissioner, the only paid officer on the bureau, must, by 
previous law, have been ‘‘extensively engaged in the breeding and handling of cattle for 
a period of ten years immediately preceding his appointment.” 














THE ACCURACY OF LABOR 


SUMMARY 


I. All products inaccurate; need of tolerance, 687. — Tactile pres- 
sure, and its delicacy in arts and crafts, 688.— II. Physiological causes 
of differences between individuals in accuracy of work, 690. — Memory 
and attention, 691.— No measure of accuracy or of labor, 693. — III. 
Differences in wages based on differing accuracy, 695. — Division of 
labor on that basis, 696. 





I 


Even when describing the more complex phenomena 
of labor, like wages, economists tacitly assume that any 
piece of finished work has been finished just as intended, 
fully and exactly. This is not the case; and moreover it 
has not even once been done in the history of mankind 
and never will and never can be done. Nothing in the 
world seems simpler than to duplicate the length of a 
yard stick. There are not two yard sticks in the world 
that have exactly the same length. The coinage of 
twenty-dollar gold pieces is attended to with great care, 
and is done with the most delicate machinery. Never- 
theless, no twenty-dollar gold piece has ever been turned 
out that contains exactly the amount of gold it should 
contain according to the intention of the makers, or 
has the intended size or thickness. A rifle is not a very 
complicated machine. To have some parts of it made in 
one factory, other parts in another and still others in a 
third, according to clear and simple measurements, 
seems easy. Nevertheless this very scheme was found 
impossible of execution during the war because it was 
found that the parts when assembled did not fit; and 
according to the experts, could not be manufactured to 

686 





























ACCURACY OF LABOR 687 


fit. Nothing seems simpler than to punch holes in two 
plates to be riveted together so that the holes should 
coincide. But it is a practical impossibility, as has been 
found in boiler making. The coincidence is ‘‘forced”’ 
and this frequently induces stresses in the plates giving 
rise to boiler explosions. The screw is one of our most 
important tools. For many practical and scientific pur- 
poses it would be most desirable to have a perfect screw, 
but none has ever been made. Even coarse tests ap- 
plied to ordinary screws show them to be inaccurate in 
pitch and to have wavy or “‘drunk” threads and uneven 
diameters. 

Knowing the utter inability of man to produce any 
article with absolute accuracy, certain limits, often 
called tolerance, have been established within which the 
inaccuracies must be kept. In the case of the fineness of 
gold coins the customary tolerance (or ‘‘allowance’’) is 
two parts in one thousand. That even with this con- 
siderable tolerance the task of coining is not an easy one 
appears from the fact that frequently more than 10 per 
cent of the coins do not come within the tolerance and 
have to be rejected and remelted. In silver coins the 
customary tolerance for fineness is about twice as great 
as for gold. Therefore the proportion of coins that have 
to be remelted is smaller, often less than 1 per cent. 

Similar tolerances are established for weights and 
measures. In fact, in every kind of labor there is a 
customary tolerance. It is clear that it is much greater 
in cutting granite blocks for pavements than in cutting 
diamonds for ornaments. The labor of making them is 
practically of the same kind, exerting a tactile pressure 
on a tool, and through it on the object. In many kinds 
of labor this tactile pressure is the main labor. Now the 
production of tone on a violin is brought about by 
practically the same kind of labor as is employed in cut- 
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ting granite or diamonds, or in carpenter work, namely, 
by exerting pressure on a tool, in this case the bow. 
The phenomenon of tone production on a violin is better 
known than the phenomena of pressure in the handi- 
crafts because it can be investigated by one of our 
sharpest senses, the ear. Therefore, it may well serve to 
illustrate the difficulties of remaining within the toler- 
ance of any task performed by tactile pressure. 

The bow is a lever the fulcrum of which is formed by 
the thumb and the middle finger. The pressure is ex- 
erted by the index finger. The bow is a one-armed lever, 
the pressure is exerted at a point about one inch from the 
fulcrum while the resistance is met wherever the string 
touches the bow. At the end of the bow, which is about 
twenty-five inches long, a resistance of one twenty-fifth 
of the finger pressure will balance the pressure, accord- 
ing to the laws of physics. Here the first difficulty of 
exerting pressure accurately is evident. When it is in- 
tended to produce a long note of even strength, the bow 
is drawn across the string downward or upward for its 
full length. Therefore in the downstroke the leverage of 
the resistance is constantly increasing and in order to 
maintain the same pressure on the string, the pressure of 
the index finger on the bow must be constantly in- 
creased. To increase or decrease such pressure at the 
same rate as the bow moves down or up (disregarding 
here the weight of the bow) is extremely difficult. To 
produce a good tone of absolutely even strength, or 
rather one within the tolerance of the ear, is a feat that 
few violinists can accomplish. If a composition is to be 
played properly, the minute changes in the pressure of 
the index finger become bewildering in number and 
degree. 

The same difficult task of exerting a certain pressure 
on a tool presents itself to every craftsman. Especially 
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in the last fifty years the requirements of labor have 
become almost as stringent as those of the violin artist. 
Many new tools, the gauges, have been constructed to 
enable the workman to check the accuracy of his work. 
In many cases it is found that hand labor is superior to 
machine work. Contrary to what one would expect, the 
former is capable of greater accuracy than the latter. 
This is shown in trifling things, as in the finery of women 
as well as in massive objects, such as certain parts of the 
manufacture of steel. Watches are made by machine, 
but finished by hand; the modern watchmaker is an 
engineer, with an engineer’s requirements for accuracy. 
Bookbinding is largely done by machine, but high-class 
work must be done by highly skilled hand labor. 

Small as the differences of accuracy are, their eco- 
nomic influence is enormous because they may totally 
nullify the result. Coins may have to be remelted if 
they do not come up to the desired accuracy and the 
labor of the first operation is entirely lost. In the manu- 
facture of iron a difference in the coal, sulphur, or phos- 
phorus contents as small as one part in ten thousand 
makes a noticeable difference in the brittleness of the 
iron or steel. A difference in the aluminum contents as 
small as one part in fifty thousand may make the prod- 
uct unsuited for the purpose in view, so that the whole 
has to be remelted. In making telescopic lenses, the 
tolerance is so extremely small that it constantly en- 
dangers the result. 


II 


It is a matter of experience that not every violinist is 
a Kreisler, that not all workmen can perform accurate 
work to the same degree. The question then arises, why 
is there such a difference in men doing the same work, 
namely, pressing a tool against an object, the string, the 
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granite, or the diamond ? The answer to this question 
is found in certain physiological and psychological 
qualities, which are found to be different in different 
men. 

Among the many physiological differences in men four 
are of main interest here. The first is connected with 
Fechner’s psychophysical law, according to which the 
stimulus may increase without increasing the sensation. 
An added stimulus increases the sensation only if it is 
greater than a certain minimum, and this minimum for 
sensations of medium intensity is found to be a fixed 
proportion of the stimulus already acting. For instance, 
in the case of tactile pressure, which as shown above is 
the chief means of accuracy in crafts, ‘‘we can just tell 
a weight of twenty grams (three hundred and ten grains) 
from one of thirty (four hundred and sixty-five grains) ; 
or of forty grams (six hundred and twenty grains) from 
one of sixty (nine hundred and thirty grains).”' An 
individual whose fixed proportion is less than the aver- 
age of one-third obviously distinguishes tactile pres- 
sures more accurately than an individual whose fixed 
proportion is one-third or higher, and similarly with all 
other senses and sensations. 

A muscle does not respond to every stimulus, however 
small. There is a minimum stimulus, called the stimulus 
of threshold values, below which the muscle does not act. 
Furthermore, a small but appreciable period of time, 
called the latent period, elapses in which the muscle gets 
ready, as it were. When it begins to act it does not in- 
stantly contract in accordance with the size of stimulus, 
but contracts first slowly and to a small extent, then 
very rapidly in accordance with the stimulus. These 
three phenomena: the threshold value, the latent period 
and the slow, small start of the muscle, are of great im- 


1 The Human Body. By E. Z. Martin, p. 179. 
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portance to accuracy. No man can exert a pressure 
exactly as he wills it. As soon as the muscle begins to 
contract, when its contraction is still very small and 
slow, a worker can judge from his sensation and his 
memory whether the contraction of the muscle is pre- 
cisely that he had willed or not, just as the mathema- 
tician can tell from three points of a circle the diameter, 
or a zodlogist from a single bone, the animal. If it is not, 
he immediately corrects it by another pressure. The 
shorter the latent period is, the quicker this correction 
can be applied and the smaller the inaccuracies. Vio- 
linists are familiar with the phenomena of these constant 
corrections. The same holds good in cutting diamonds 
and in every other labor requiring accuracy. That 
people differ in size of the threshold value, in the length 
of the latent period, and in the muscle action curve, is 
clear; and this is a potent cause for differences in ac- 
curacy. 

The mental capacities influencing the accuracy of 
labor, in which men differ largely, are memory and at- 
tention. The memory of muscular sensation, especially 
of small differences in them and their coérdination, is 
very limited and quite fugitive, so that it must be con- 
stantly refreshed. This phenomenon is found in every 
craft, even in every game. The apparently simple 
processes of knitting or wielding a golf stick require the 
action of many muscles and their coérdination. They 
are difficult to remember. Constant practice, constant 
repetition is necessary to enable one to execute the 
proper tactile pressures, that is to say, to set in motion 
the right muscles at the right time with the proper 
tactile pressure and in the right sequence. 

Attention is another mental capacity required for 
accurate work. It has been defined as the concentration 
of one’s consciousness on an object or on several objects. 
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I believe a distinction should be made between attention 
that is directed toward one or several objects and atten- 
tion that is directed toward the relation between several 
objects. The degree of attention in the first case I pro- 
pose to call the depth of attention and the degree of 
attention in the second case the width of attention. 
For accurate work both depth and width are necessary. 
Depth of attention is not rare among men. It is found 
even in children. An individual when in attention 
seems to contract slightly all muscles. The threshold 
stimulus, the latent period, as well as the period of small 
muscle reaction, seem to be much smaller under at- 
tention than they are ordinarily, and thus the accuracy 
is increased. 

Width of attention is rare. Extraordinary width of 
attention is possessed only by a genius. 

The difference in the two kinds of attention shows 
itself clearly in business. It is comparatively easy to 
secure a manager for the departments of buying raw 
material, of manufacturing it, and of selling it. But 
very rarely can a man be found who can keep the three 
departments properly balanced so as to maintain with- 
out interruption a steady stream from the raw material 
to the sales of the finished product. In the arts, the 
same distinction holds good. Kubelik is a wonderful 
performer on the violin, but he is inferior to Kreisler. 
Both play each note, each phrase, each theme, with 
consummate art, because both possess in addition to 
their unusual physiological equipment unusual depth of 
attention. But Kreisler does, and Kubelik does not, 
possess the width of attention which codrdinates the 
repetition of the themes and subordinates them to the 
climax so as to make an entity of the composition. It 
is true in science. Ptolemy described the course of each 
planet — he had depth of attention. Kepler found 
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several relations between them—he had width of 
attention. 

There exists no commonly accepted measure for accu- 
racy. In cases where it can be expressed in tolerance, 
the latter is a good physical measure. If a specified 
accuracy is required in certain work, then any work 
below that tolerance becomes economically null and 
void. Any work above it is sometimes not distinguished 
economically from the required tolerance. Frequently, 
however, differences within the tolerance, called quality, 
are recognized economically. If the accuracy required 
in two pieces of work and done by two different men is 
the same, they can indeed be compared by the number of 
foot pounds and time measure. Under that assumption, 
and only under that, it can be said that the products of 
labor ‘‘represent definite masses of crystallized labor 
time. They are nothing more than materialization of 
so many hours or so many days of social labor,” ! — and 
that ‘‘all labor of a higher or more complicated character 
than average labor is labor where production has cost 
more time and labor than unskilled or simple labor 
power.” ? If the term “complicated character’? means 
higher accuracy, this fundamental Marxian doctrine is 
not tenable. Labor of a certain accuracy cannot be re- 
duced to terms of labor having less accuracy but more 
time or more quantity. The two are simply incommen- 
surate, because the laborer of less accuracy cannot per- 
form a day’s work of the more accurate man, even if 
he work a lifetime. A cutter of granite blocks can never 
cut a diamond properly. To measure and compare two 
pieces of work of different accuracies by labor time is 
just as impossible as to measure and compare the cubic 
contents of two boxes by square feet. 

The phenomena of accuracy and tolerance are found 


1 Marz, Capital, chap. vii, see. 2. 2 Ibid., end of chap. vii. 
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even in inorganic nature. Natural forces seem to be 
unable to achieve the results with that accuracy which 
our theoretical consideration would lead us to expect. 
There never has existed in nature a single specimen of 
chemically pure chemical or mineral, nor has man ever 
been able to manufacture one. If the tolerance is within 
certain limits we call the specimen chemically pure, but 
we know it is not chernically, exactly pure. The copper 
of Michigan differs in electric properties from copper of 
every other region, altho they are ‘‘chemically pure.” 
Diamonds are ‘‘chemically pure carbon,” but some are 
blue, some white, some yellow. Two pieces of the purest 
coal of two different localities differ in their coke-making 
properties. Granite of Vermont differs from that of 
North Carolina in its resistance to the elements. In- 
numerable other examples could be given; it suffices to 
point out that the phenomena of accuracy exist even in 
organic nature and are “born” and not acquired. 

The phenomena of accuracy and tolerance are seen in 
bewildering richness in the organic world. Nature has 
not been able to make even two peas exactly alike. Here 
we can determine the tolerance very sharply. The line 
is drawn by viability. An accuracy that will permit 
viability is within the tolerance; otherwise it is outside. 
The accuracy of nature in fertilizing pollen of plants or 
eggs of animals is surprisingly small. In general, nature 
exhibits very poor workmanship; she is an unskilled 
worker. If, said Helmholtz, a maker of optical instru- 
ments were to tender him an instrument so imperfect, 
so poorly done, as the human eye, he would indignantly 
refuse to accept it. 

One more example of the enormous importance of 
tolerance may be given. The organs of the human body 
fulfill its functions with a certain tolerance. We may 
eat and drink somewhat more or less of every food, of 
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every potion. An individual with a large tolerance has 
abundant health; one with a small tolerance is an easy 
prey to disease. The chief purpose of diet is to restrict 
oneself to the foods for which one’s organs have a com- 
paratively large tolerance. 


III 


Two products of labor that require the same quantity 
and time of labor, or rather, the same amount of ‘‘crys- 
tallized labor time,” will give the workers the same 
wage, if the accuracy required, that is to say the toler- 
ance permitted, is the same in both cases. If, however, 
the tolerance required is smaller in the one case than in 
the other, the wage of the first worker will be higher and 
will be determined by the law of supply and demand. 
After a commercial tolerance has been established there 
exists competition among those capable of working 
within that tolerance. If there is only one individual 
possessing a required tolerance, as for instance in the 
case of Kreisler, then the wage is determined by the laws 
governing monopolies. 

The following examples from the tool mills at Cleve- 
land illustrate the connection between tolerance and 
wages (before the war). There are three great groups of 
workers: tool makers, machine men in the tool room, 
machine men in the shops. The tool makers receive 
75 cents to 85 cents an hour; the tolerance permitted in 
their work is jo Of an inch. The machine men in the 
tool room receive 40 cents to 55 cents an hour; the toler- 
ance in their work ranges from 7 to zg) Of an inch. 
The machine men in the shop receive 35 cents to 40 
cents; the tolerance permitted in their work is 7% of an 
inch. The wages of the subdivisions in the three groups 
are also determined by the tolerance permitted. 
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Another instructive example is found in the common 
practice of making statues. After the figure is mapped 
out roughly by holes in the block, a practically unskilled 
man is entrusted with removing most of the superfluous 
stone. Then the block is turned over to a skilled chisel- 
man, the scarpellino. He stops his work outside the 
excess tolerance. The final labor, of reducing the statue 
to or within the tolerance is done by the artist himself. 

As there are different ‘‘dimensions” of labor, and as 
they can be combined in different ways, there are dif- 
ferent kinds of the division of labor, as to: (a) quantity, 
(b) time, (c) accuracy, (d) both as to quantity and to 
time, (e) quantity and accuracy, (/) time and accuracy, 
(g) quantity, time and accuracy. 

Each division of labor has certain advantages, and 
also certain disadvantages, inevitably connected with 
it. Only the last kind will be discussed here. 

The most important division of labor is that based on 
accuracy. People are born with different capacities as 
to accuracy, with different capacities for instance, to 
exert and to distinguish tactile pressure. The ideal divi- 
sion has taken place when every man labors at work 
needing his accuracy to the very limit of his capacity. 
It is plain that this division can emerge only at a very 
high stage of civilization, because the very highest ac- 
curacy has nothing to work on at the lower stages. 
There was no need for gauges in Caesar’s time, and 

among the shepherds of Palestine the finest grade of 
steel would not have been appreciated more than iron. 

As shown above, accuracy is inborn, not acquired. 
There are no statistics that show us how many people 
possess a certain degree of accuracy. In fact the pos- 
sessor of that gift is usually ignorant of it himself. It 
must be coaxed into publicity. The higher price paid 
for its product is the means by which this is done. The 
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surplus over and above the price of the product of un- 
skilled labor is so determined as to establish a steady 
supply or discovery of workmen possessing the required 
accuracy. 

The skilled worker is the recipient of an unearned in- 
crement, or rather of an increment that is not due to his 
quantity and time measure of labor. This unearned 
increment is the divining rod that discovers just in what 
direction an individual’s capacities have the greatest 
accuracy. 

The division of labor for accuracy has so many tre- 
mendous advantages and so few disadvantages that it 
stands forth easily as the foremost economic achieve- 
ment of man. It brings to light the individual’s memory, 
and his depth as well as width of attention. It is the 
mother of all literature, arts, and sciences. It has trans- 
formed the slave of supernatural fears into the master of 
natural forces. It makes the desert bloom and the stars 
give up their secrets. 
L. Korany. 











THE GRAIN CORPORATION AND THE 
GUARANTEED WHEAT PRICE 


SUMMARY 


Events of 1917: the Food Control Act, the guaranteed price, the 
“fair” price, 698. — The operations of the Grain Corporation in 1917- 
18, 699. — The guarantee extended to 1919, 704. — The Price Guaran- 
tee Act of March 4, 1919, 707. — Crop and prices of 1919, 708. — Ex- 
piration of the guarantee; plans for resumption of future trading, 715. 
— Relative advance in prices of wheat, flour, and bread since 1913, 
717. — Financial outcome of the Grain Corporation’s activities, 718. 


THE Food Control Act of August 10, 1917, among 
other things, authorized the President to fix a reason- 
able guaranteed price for wheat whenever he should 
find that an emergency existed “requiring stimulation 
of the production of wheat.” This guaranteed price was 
specifically intended for the benefit of the ‘‘ producers of 
wheat” within the United States, and was to be deter- 
mined and publicly announced ‘‘seasonably and as far 
in advance of seeding time as practicable.” Obviously 
the guarantee was not applicable to the crop of 1917, 
which had already been partly harvested. 

For the crop of 1918 Congress itself, in the same sec- 
tion of the act which authorized a guaranteed price, pre- 
scribed an absolute guarantee of not less than $2.00 per 
bushel at the principal interior primary markets, based 
upon No. 1 Northern Spring wheat, or its equivalent, 
with appropriate differentials for the other grades. 

At the time of the passage of this act the wheat 
price at the principal primary markets of the country 
was nearer $3.00 per bushel than $2.00 and had fluctu- 
ated through a wide range during the spring and sum- 
mer months of 1917. The immediate problem before the 
Food Administration, which was set up for the enforce- 


ment of the act, was to stabilize the wheat price at some 
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basis more nearly in conformity with the price named by 
Congress as the absolute minimum for the crop of 1918. 
The best way to restore some measure of stability to the 
chaotic wheat market, whose normally smooth running 
mechanism was in a state of almost complete break- 
down, was to bring the government into the market as a 
wheat purchaser on some fair buying basis and to induce 
other buyers to pay the same price. 

The thorny task of determining a fair price was en- 
trusted to a commission, appointed by the President, of 
eleven men, fairly representative of all interests in the 
community. After prolonged consideration this Fair 
Price Commission, six of whom represented the farming 
interests, recommended for the crop of 1917 a price of 
$2.20 per bushel, basis No. 1 Northern Spring wheat at 
Chicago. This price recommendation was adopted by 
the President in the hope that it would “‘at once stab- 
ilize and keep within moderate bounds” the price of 
wheat for all transactions throughout the crop year and 
in consequence the prices of flour and bread also. 

This expectation was measurably realized by the 
operations of the Grain Corporation, through which the 
Food Administration functioned in its relation to the 
wheat trade.! The Grain Corporation was made the 
sole agency for all government buying and at once en- 
tered into a series of voluntary agreements with flour 
mills and country elevators to maintain the government 
fair price basis in their own purchases throughout the 
crop year 1917-18. These buyers of wheat — including 
some 3000 mills and 14,000 elevators — agreed to pay 
for wheat of the 1917 crop the government fair price, 
less freight to terminals and handling charges, and no 


1 The Food Administrator required the grain exchanges to suspend absolutely for the 
period of the war all operations in future contracts for wheat; speculation in flour con- 
tracts was made impossible by forbidding the mills to contract for the delivery of flour 
more than thirty days ahead. Storage of wheat and flour was also limited to a period of 
thirty days. 
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more, so that the farmers everywhere should receive the 
fair reflection of the government buying basis. Through 
these trade agreements, which embraced about two- 
thirds of the elevators and by far the preponderance of 
the flour milling capacity of the country, as well as 
through its own purchases running to nearly 30 million 
bushels of wheat, the Grain Corporation made effective 
the fair price on the crop of 1917. 

The stabilization of the wheat price at $2.20, Chicago 
basis, resulted in putting more money into the farmers’ 
pockets in 1917-18 than they had ever before received 
for a wheat crop, for the simple reason that they were 
not at the mercy of a fluctuating market. The practical 
assurance of at least the same price for the 1918 crop 
had already stimulated the planting of 42,301,000 acres 
of winter wheat in the fall of 1917. The announcement 
by the President on February 21, 1918, that the fair 
price of $2.20 per bushel would be continued as the 
guaranteed minimum for the crop to be harvested in 
1918! brought under wheat 22,489,000 acres in the 
spring wheat states, making a total of 64,790,000 acres, 
the largest wheat acreage the country had ever seen. 
The yield of wheat was in excess of 921 million bushels 
—the largest crop, with a single exception, harvested 
up to that time in this country.* 


1 In June, 1918, the railroads were granted a general 25 per cent advance in freight 
rates and the guaranteed price in all market centers was, therefore, increased six cents 
per bushel in order that the freight advance might not fall solely on the farm price. 

* RELATION BETWEEN Szason’s Waeat Prick anp Nexr Season's 
PuantTine or Waeat 
“Guaranteed” Average 





Crop in million Chi is eau a 
year in rice arm ue planting 
bushels basis cm Dec. 1 in acres. 
1913-14 763 eoee $0.80 $610,122,000 54,499,000 
1914-15 891 eoee 99 878,680,000 61,260,000 
1915-16 1,012 eee 92 942,303,000 57,054,000 
1916-17 640 2ons 1.60 1,023,765,000 59,573,000 
1917-18 637 $2.20 2.01 1,278,112,000 64,790,000 
1918-19 921 2.26 2.04 1,881,826,000 73,827,000 
1919-20 941 2.26* 2.15 2,024,008,000 58,257,000 


* Applicable to the crop harvested in 1919 but not to the crop planted in the fall of 
1919 and the spring of 1920. 
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The obligation to maintain the guaranteed price on 
this enormous crop imposed a severe burden upon the 
resources of the Grain Corporation. Originally incor- 
porated with a capitalization of $50,000,000 the Grain 
Corporation had been able to go through the season of 
1917-18 without having to buy more than 28,367,000 
bushels of wheat; but with a new crop in excess of 900 
million bushels impending, it was seen that larger re- 
sources would be imperative. The capital stock of the 
Grain Corporation was therefore increased to $150,- 
000,000, the total amount appropriated by the Act of 
August 10, 1917. Even this sum proved to be insuffi- 
cient and it was necessary to resort to outside borrowing 
in order to finance the huge purchases of wheat and 
flour which had to be made in order to redeem the 
pledge of the guaranteed price. At one time during the 
crop year these borrowings amounted to the imposing 
total of $385,000,000. No concern, however great its 
resources or whatever its prestige because of its official 
character, could have raised that amount of money in 
the open market unless its officers and its policies had 
enjoyed the confidence of the business community in the 
highest degree. 

Without such an agency as the Grain Corporation 
with its practically unlimited buying power the pressure 
of the crop of 1918 would undoubtedly have forced the 
market price below the guaranteed minimum. For the 
first few weeks of the new season, however, there was no 
indication of a sagging market. Partly as a result of the 
return of competitive conditions following the relaxa- 
tion of the Food Administration rules of 1917-18, and 
partly in consequence of the continuing agitation in 
Congress for an increase in the minimum guaranteed 
price, there was a premium over the guarantee basis in 
several of the western primary markets during the early 
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part of July, 1918. In these conditions the marketing of 
the new wheat crop set in with a rush and within sixty 
days almost as much wheat had been marketed by the 
farmers as in thefirstfour months of the preceding year.! 

The result was what might have been expected. The 
premiums rapidly disappeared and the price sagged off 
towards the guaranteed minimum. At Kansas City, for 
instance, where the premium in July had been ten or 
fifteen cents a bushel over the guarantee basis, the price 
quickly adjusted itself to the basic level under the pres- 
sure of the large farm marketings. At Chicago not once 
during the eight months from July, 1918 to February, 
1919 did the open market price for No. 1 Northern 
Spring wheat exceed $2.35 per bushel — only nine 
cents over the basis at that market; and through 
practically the whole of that period the large receipts 
kept the price well down towards the guarantee. Had 
the buying power of the Grain Corporation been with- 
drawn from the market, even temporarily, there would 
unquestionably have resulted a severe slump in the price 
below the guarantee. The total purchases of wheat 
during the crop year 1918-19 aggregated 268,316,000 
bushels and of flour 25,932,196 barrels, equivalent to 
about 385 million bushels of wheat in all. 

These large purchases were not dictated solely by the 

1 The comparative figures of farm marketings of wheat for the two crop years 1917— 


18 and 1918-19, compiled from reports of mills and elevators to the Grain Corporation 
are (in bushels, 000 omitted) : 


Marketings by months Cumulative marketings 
1917-18 1918-19 1917-18 1918-19 
} szous { 133 O50 s7,o11+ | 333,087 
90,556 143,827 178,467 421,973 
103,181 103,886 281,648 525,860 
61,782 360,252 587,641 
51,406 406,531 637,381 
29,146 549 435,677 669, 
17,742 »204 687,672 
17,324 11,901 471,528 699, 
8,489 488,988 708,062 
12,951 10,297 501,939 718,360 
139 11,021 511,078 729,380 





* Impossible to segregate July and August, 1917. 
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obligation to maintain the guaranteed price. Two 
other important considerations of national policy played 
apart. The first of these was the desire to accumulate a 
considerable stock of wheat in order to prevent a recur- 
rence of the abnormal situation which occurred at the 
end of the crop year 1917-18, when the country came 
into the new season with a carry-over of 28 million 
bushels — a quantity too small for comfort. A second 
reason for large purchases of wheat and flour grew out 
of the international situation and the fact that the Allied 
governments had turned over to the Grain Corporation 
the entire purchase of cereals and flour in this country 
for their civilian and military needs. In July, 1918, the 
Grain Corporation had entered into contracts with the 
governments of the Allied and associated powers by the 
terms of which they agreed to take all the wheat and 
flour the Grain Corporation could supply up to 200 
million bushels. Both to protect these commitments 
and to provide an adequate carry-over for the new year 
it was necessary to accumulate large stocks. The Grain 
Corporation was an especially heavy buyer during the 
autumn months of 1918, which was the very time when 
the mills were trying to provide for their season’s re- 
quirements. The wheat bought by the Grain Corpora- 
tion was practically all withdrawn from the domestic 
market; many mills, especially those in the Southwest 
where there had been a partial crop failure, found it 
necessary to pay high prices for wheat in order to cover 
their flour sales; some mills in accepting large orders for 
flour from the Grain Corporation had gone “‘short”’ of 
wheat. This condition was reflected in the price quota- 
tions for wheat at the western terminal markets: pre- 
miums over the basic price reappeared at Kansas City in 
November and persisted until the end of the crop year.’ 


1 Considerable agitation by the mills ensued about midwinter to induce the Grain 
Corporation to release part of its accumulated stocks of wheat. The necessity to retain 
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Reference has been made to the agitation in the early 
part of 1918 for an increase in the minimum guaranteed 
wheat price over the basis announced by the President 
in February of that year.! In fact a rider to the Agri- 
cultural Appropriation bill was adopted by both houses 
of Congress providing for a minimum price at all coun- 
try stations, irrespective of location or distance from 
terminals, of $2.40 per bushel for No. 2 wheat of the 
crop of 1918. This measure was vetoed by the President 
July 6, 1918. The agricultural interests were insistent, 
however, and the President was led, against the advice 
of the Food Administration and of the officers of the 
Grain Corporation, to announce the guaranteed price 
for the crop of 1919 as early as September 2, 1918, at the 
same basis as the price for the 1918 crop. This step was 
probably taken in order to forestall possible action by 
Congress under the pressure of the farming interests in 
raising the minimum price to some higher figure. That 
the 1918 figure was high enough is shown by the fact 
that the acreage sown to wheat under the stimulus of 
that price was the largest on record.? The assurance of 
the same price for the 1919 crop had the effect of in- 
creasing the wheat acreage over 9 million acres more — 
nearly 14 per cent. The corn acreage, on the other hand, 
which had decreased over 12 million acres between 1917 
and 1918, showed a further decline of over 4 million 
acres between 1918 and 1919. The acreage planted to 


these stocks became less insistent after the signing of the armistice; the cessation of 
hostilities permitted the Allies to go further afield to supply their needs and also led 
them to revise their estimated requirements very materially. As a result of the changed 
situation the Grain Corporation announced that beginning with January 20, 1919, it 
would sell wheat for milling purposes from its stocks at the primary markets at an ad- 
vance of 12 cents a bushel over the basic price. This advance was to cover the necessary 
carrying costs and was increased month by month after January. The holdings of the 
Grain Corporation at that time were about 143 million bushels of wheat and a quantity 
of flour equivalent to some 15 million bushels of wheat additional. 

1 See above, p. 700. Also see Quarterly Journal of Economics, November, 1918, 
Pp. 36-38. 

® See above, p. 700. 
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rye, to oats, and to barley, each declined in 1919 as 
compared with the plantings for 1918. In other words, 
the large response in wheat acreage, stimulated by the 
continuance into 1919-20 of a guaranteed price on that 
product as against a speculative market in other cereals 
and in live stock, tended to menace properly balanced 
farm production. 

On November 11, 1918 came the armistice and with it 
the virtual ending of the war and the passing of any 
urgent necessity to stimulate the production of wheat 
in this country. Yet the nation’s word had been pledged 
through the joint action of Congress and the President 
to the maintenance of the guaranteed wheat price up to 
the end of the crop year, or until June, 1920. There was 
no other course, consistent with honor, than to redeem 
the pledge of the guarantee. Hence a bill was enacted 
during the closing days of the 65th Congress (approved 
March 4, 1919), making an appropriation of $1,000,- 
000,000 for maintaining the wheat price guarantee 
through the crop year 1919-20. It was regarded at that 
time as almost inevitable that with the release of the 
supplies accumulated in Australia and the Argentine 
and the impending record crop to be harvested in the 
United States, there would be a decline of the “world 
price” for wheat. Hence in the debates in Congress the 
unavoidable loss to the Treasury which would follow 
through having to make up the difference between the 
market price and the guaranteed price was accepted as 
one of the necessary costs of the war, regrettable but 
none the less inevitable. 

These apprehensions, it may be added, were not 
shared by the officers of the Grain Corporation. In his 
testimony before the House Committee on Agriculture 
in February, 1919, Mr. Barnes protested against the 
acceptance of the fallacy that there could be a ‘‘ world 
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price” under the international conditions existing in the 
spring of 1919. With restricted ocean transportation, 
broken down finance, some markets absolutely closed 
to our products, and concentrated buying power lodged 
in the hands of foreign government agencies, it would be 
folly, he said, to trust to these factors for the deter- 
mination of a price which should apply to our export- 
able surplus.! 

The evolution of the Wheat Price Guarantee Act is 
instructive. The only really constructive suggestions 


1 The House Committee was considering the bil] making provision for the redemp- 
tion of the guarantee. Mr. Julius H. Barnes, as president of the Grain Corporation was 
asked to advise the Committee on matters of policy in framing the bill. On the question 
of a “‘world price’’ Mr. Barnes said: ‘Prior to the war, when the transportation chan- 
nels of the world were open, when finance was ample to care for international exchange, 
when buyers and sellers were free to supply their demands, on the one hand, and to offer 
their products, on the other, without the restraint now present as to transport and 
finance,there was much to be said as to the soundness of a world price. With all markets 
open freely for trading the general tendency of price probably fairly reflected the legiti- 
mate influences of supply and demand. Minor fluctuations were made by investors and 
speculators in attempting to anticipate the factors that govern supply and demand, such 
as crop deterioration in some sections of the world — and a crop is exposed to growing 
influences somewhere in the world every day in the year — or such factors as a better 
appreciation of the actual supply or the actual consumption in the world, or the in- 
fluence on consumption which a higher or a lower level had created; but to deliberately 
propose that we shall recognize a price made in Liverpool, under present conditions, is 
national folly. The large markets of the central empires are closed at present, and 
inability to pay may keep them closed to our surplus or largely restricted. 

“The natural consumption of all peoples abroad is affected by tonnage restriction, 
which will not be entirely overcome for many ths or years. That natural consump- 
tion is also affected by governmental policies, which again reflect their international 
finance needs. The desire of certain peoples for wheat products to eat may be curtailed 
and influenced by a governmental policy that cannot provide at the source of supply the 
finance to make such purchase as the individual peoples may desire to make. There- 
fore, I repeat, that there is no world price level, in the sense of fairly and soundly reflect- 
ing the natural play between the laws of supply and demand. 

“*More than that, it is a power we cannot contemplate delegating to any other 
government that a price level subject to the control of that interested buyer shall be the 
basis for the marketing of any of our product. For instance, the food needs of the three 
close allies, of United Kingdom, France, and Italy, for imports of wheat will run at not 
less than 10,000,000 tons, and perhaps as much as 12,000,000 tons annually. Of this 
quantity the colonies of the British Empire cannot soundly be expected to furnish over 
half. Yet that half, being under their influence, can be so used as to establish the price 
level on which under any definitely committed policy we must furnish the other half, 
and I protest that America shall not place the power to name the value on its products 
in the hands of any concentrated buying agency, no matter how friendly. Whatever 
legislation is passed do not write in the statute any recognition of this method of making 
prices on our products.” Hearings before the Committee on Agriculture, House of 
Representatives, on Wheat Price Guaranteed by Congress, February 5, 1919, p. 165. 
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offered the Committee were submitted by Mr. Barnes 
who recommended that the essential powers to be pro- 
vided by legislation should include the following: 

1. An appropriation of at least $1,000,000,000 in 











order to place beyond any question the redemption 
of the guarantee, so that all distrust might be re- 
moved and the normal trade and credit facilities 
of the country be utilized to the fullest possible 
extent in handling the wheat crop — thus reliev- 
ing the government of a large part of the actual 
burden of buying and selling. 

. Authority to borrow in the regular commercial 
manner and to pledge the credit and property of 
the agency handling the guarantee. The necessity 
for this has been shown in the discussion of the 
1918-19 operations. 

. Authority to buy and sell wheat and other cereals 
and their products and other foodstuffs, at home or 
abroad, for cash or for credit. This in order that a 
national policy of combined sales of wheat and 
other imperatively needed foodstuffs might facili- 
tate the marketing of wheat. The credit induce- 
ment might also prove useful. 

. Import and export embargo power over all food- 
stuffs. 

. Authority to requisition and to build storage 
facilities. 

. Authority to license dealers, millers, and elevators, 
and to control trade practices. 

. Authority to control exchange trading. 

. Preferential railroad and steamship service and 
authority to control the transport flow of all 
cereals or products into any markets or seaports. 


The act as passed conferred most of these powers, but 


did not authorize control of cereal transportation, or 
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power to deal in other commodities than wheat and its 
products, or permit embargo control over such other 
commodities. Limitations of space forbid detailed analy- 
sis of the provisions of the act; the recommendations 
listed have been set down merely for the purpose of call- 
ing attention to the character of the problems involved 
in the administration of the guarantee. Mr. Barnes re- 
fused at the committee hearings in February, 1919, to 
commit himself to any particular plan for the adminis- 
tration of the guarantee.! It was obviously impracti- 
cable to base any policies upon conditions which would 

depend upon the size of a crop a large part of which had 

at that date not even been planted. To quote his state- 

ment: ‘No policy should be based irretrievably on 

prospects only.” 

The wisdom of this attitude was demonstrated by the 
actual turn of events. With the largest wheat acreage 
ever planted in this country and glowing prospects for 
the new crop ? it seemed to many skilled observers that 
the crop would be so enormous as to depress the mar- 
ket price below the guarantee and to push the ‘‘ world 
price” to so low a point as to impose very substantial 
losses on the national treasury through the redemption 
of the guarantee of $2.26 per bushel at the primary 
markets. The eventual outcome nullified these fears 
completely. From March to May, 1919, the open market 
price showed a typical advance such as might have oc- 
curred during any season towards the end of the crop 

1 Mr. Barnes, who had been in the national service for nearly two years, was anxious 
to withdraw from further public service. By order of the President, however, the 
administration of the Wheat Guarantee Act was, on May 14, vested in him as United 
States Wheat Director. Mr. Barnes continued to act as president of the Grain Corpora- 
tion which the President directed to be used as the agency for the administration of the 
Guarantee Act. For this purpose its capital stock was on July 1, 1919 increased from 
$150,000,000 to $500,000,000 and its official style changed from Food Administration 
Grain Corporation to United States Grain Corporation. 


2 Up to June 1, 1919 the Department of Agriculture reported the‘ condition” of the 
winter wheat crop (50,489,000 acres) the highest ever known. 
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year with the exhaustion of old supplies and uncertainty 
regarding the new crop. At Chicago the price of No. 1 
Northern Spring advanced steadily from a point near 
the guarantee basis in the first week of March to $2.90 
per bushel during the first week of May. This advance 
coincided with the rapid reduction of the Grain Cor- 
poration stocks and the melting away of the visible 
supply which had imposed a check to any tendency to 
price advance during the winter. By the end of June, 
when the new crop prospects were at their best, the 
price declined again to within ten cents of the guar- 
antee and remained at about the same point through 
July and August.! During those two months, however, 
there was a great shrinkage in the spring wheat crop, 
due to hot dry weather, and many farmers in the North- 
west abandoned all effort to harvest their wheat. The 
average yield of spring wheat on the 23,338,000 acres 
harvested was only nine bushels per acre and the total 
crop only 209 million bushels as against 356 million in 
1918. The total outturn of both winter wheat and spring 
wheat did not exceed 941 million bushels — a large crop, 
to be sure, but very much less than the amount expected 
and not greatly over the crop of 1918. 

It was soon realized that with a crop so much smaller 
than what had been predicted, if not exactly hoped for, 
the problem would be not so much to keep the wheat 
price up to the guaranteed minimum as to prevent it 
from getting out of control altogether. The price of 
No. 1 Northern at Chicago towards the end of Septem- 
ber began to advance again and in late December it 


1 A similar situation existed at other markets; in Kansas City, for example, there 
was an upswing of roughly 50 cents a bushel for No. 2 Hard wheat between the first 
week in March and the first week in May. Damage to the growing crop of hard winter 
wheat from hot weather in the Southwest during the last few weeks before harvest pre- 
vented such a recession of prices as at Chicago; the closing prices at Kansas City in 
June were about 30 to 35 cents a bushel above the guarantee basis. 
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reached a point over $1.00 per bushel above the guaran- 
tee. Southwestern hard winter wheats of good quality, 
also in short supply, reflected the same tendency, tho 
not to an equal degree. These extraordinary prices for 
the premium wheats were being paid in spite of the 
greatest aggregate movement of wheat from the farms 
which the country had ever known in a similar period.' 
The fact is that much of the large crop of 1919 was of 
very inferior quality, especially in the spring wheat 
states, and the abundant yield of the “‘soft’’ winter 
wheats did not avail against the pressure of demand for 
the hard wheats, both spring and winter, of which there 
was such a pronounced shortage. Tradition was not 
easily deflected from the use of hard wheat flour, and 
even tho the mills were compelled to grind more soft 
wheat than ever before there was still an insistent de- 
mand for hard wheats for mixing purposes. Under these 
conditions the Grain Corporation did not find it neces- 
sary to use any part of the billion dollar appropriation 
to make good losses which might have accrued to the 
government through having to buy wheat at the guaran- 
teed price and reselling it at a lower price. 

A curious incident occurred during the early part of 

1 The farm marketings exceeded even the record figures of 1918-19. Especially 
heavy receipts from farms were recorded in July and August — during the winter wheat 
harvesting and threshing period. The receipts fell off rapidly after September owing to 


the shrinkage of the spring wheat crop. The comparative figures for the first eleven 
months of the crop years 1918-19 and 1919-20 follow: 


(In bushels, 000 omitted) 
Marketings by months Cumulative marketings 
1918-19 1919-20 1918-19 1919-20 


133,087 149,036 133,087 149,036 
145,059 188,818 278,146 337,854 
143, 125,029 421,973 462,882 
103,886 88,802 525,860 551,684 
61,782 55,683 587,641 607,367 
51,406 41,581 637,381 648,947 
9 31,727 669,930 680,674 
17,742 19,292 687,672 699,966 
11,901 18,522 699,573 718,488 
8,489 22,089 708,063 740,577 
10,297 23,157 718,360 763,734 





Compiled from reports of mills and elevators to the Grain Corporation. 
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the crop year 1919-20 which illustrates the complexities 
of the task of administering the guarantee. Early in 
August, 1919, the agitation over the high cost of living 
resulted in an effort, shared by responsible government 
officials at Washington, to have the Grain Corpora- 
tion market at a price of $1.50 per bushel the wheat 
for which it had paid the guaranteed price of $2.26. 
This proposal was seriously put forward as an effort to 
reduce the cost of living; needless to say, Mr. Barnes 
was able to secure the President’s veto of it. The Grain 
Corporation did, however, put on the domestic market 
part of its purchases of straight flour, intended for ex- 
port, at prices around $10.00 per barrel in car lots. 
This was about two dollars per barrel under the pre- 
vailing prices at which retailers could buy the widely 
advertised and popular brands of hard wheat flour. In 
December, 1919, this selling program was expanded so 
as to make straight ‘‘soft’”’ wheat flour available to the 
retail trade in appropriate package sizes under the 
brand “United States Grain Corporation Standard 
Pure Wheat Flour.” An extensive advertising campaign 
was inaugurated directed to the general consuming 
public as well as to retailers and bakers. However, the 
high prices for wheat and flour in the fall and winter of 
1919 did not seem to check appreciably the demand of 
flour consumers for the hard wheat flours. All war re- 
strictions upon consumption, such as the compulsory 
purchase of substitute flour and limitation upon indi- 
vidual purchase, had long since been removed, and the 
American home market showed a surprisingly large 
capacity to absorb wheat flour. The output of the flour 
mills since the beginning of the crop year 1919-20 had by 
the end of May exceeded 121 million barrels — nearly a 
month’s production in excess of the figure for the cor- 
responding period of 1918-19. This was not primarily 
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an export demand; the exports, both of flour and wheat, 
from the beginning of the crop year were not over two- 
thirds of the movement for the corresponding period of 
last year. Not only did the American people want flour 
in apparently unlimited quantity, but they insisted 
upon having the high priced patent grades of hard 
wheat flour. This demand for the low extraction 
flours, made from those grades of wheat which com- 
manded a premium because of their scarcity, carried 
prices up to a point approximating the panic prices of 
the spring and summer of 1917. The Grain Corporation 
found it an uphill task to educate the public to an 
appreciation of the wholesomeness of straight flour and 
the economies to be realized from its use. Some impres- 
sion was made, of course, and the consuming public was 
given an opportunity to exercise its preference in the 
purchase of cheaper grades of flour, if it so desired. 
Some 763,273 barrels of straight flour were sold up to 
the end of May, 1920 when the resales to domestic 
buyers were discontinued. 

During the winter of 1919-20 several remarkable 
price-making factors were in operation. Among them 
were: (1) totally inadequate domestic transportation; 
(2) utter collapse of the foreign exchanges and conse- 
quent dislocation of commodity movement; (3) severe 
winter weather, which greatly lowered the promise of 
the new crop planted in the fall of 1919; (4) political 
agitation in Congress for the suspension of wheat pur- 
chases by the Grain Corporation. 

Because of inadequate equipment, bad weather, and 
labor unrest the railroads found it extraordinarily diffi- 
cult to handle the volume of traffic offered during the 
winter of 1919-20. With the greatest of care and energy 
this could not be otherwise when it is considered that 
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the roads entered the year 1919 with approximately the 
same quantity of rolling stock as in 1916.' 

In January, 1920, conditions became especially aggra- 
vated, with the heaviest freight offerings ever known in 
midwinter coming at a time of exceptional weather 
severity.2. The consequent delays in rail transportation 
from country points and from the terminal elevator 
stocks to the mills and to the seaboard imposed a severe 
handicap on the trade and were responsible for artificial 
shortages of wheat and consequent bidding up of prices, 
both of wheat and of flour, through the winter months. 
Such delays in transportation and the local scarcities 
incident thereto always entail extreme hazard of loss 
through fluctuations in prices resulting from inter- 
ference with the smooth movement of traffic from one 
market to another and from producer to consumer. 
They invariably result in greater risk and necessitate 
enlarged trade margins. 

The Grain Corporation protected the farmer against 
a reduction in the country price because of these con- 
ditions by entering into an arrangement to pay the 
country shippers of wheat a weekly storage on their 
stocks in the absence of car supply, on the distinct 
agreement that these country shippers in their current 
purchases from farmers would pay a fair reflection of the 
guaranteed price at their nearest terminal markets in 
exactly the same way as if immediate shipment could 


1 Equipment aND PerrorMaNce or Crass 1 Roaps 1n 1915 anp 1918 
Number of Number of 


locomotives freight cars Tonnage moved 
oe ee res 65,099 2,356,338 277,135,000,000 tons 
 —eeerces 66,010 2,366,658 403,774,000,000 tons 


From records of Interstate Commerce Commission and United States Railroad 
Administration. 
2 The reports of the Railroad Administration for car loadings in January show: 
Den Daisies iv 6 onin. 6.08.58 0 con enoowse ations’ 642,016 cars 
. o 191 “ 


ETP re Ce 726,555 
a - DG 610.09 64:55.0:6054.006 040s0desccence 816,967 “ 
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be made. This arrangement, together with the assur- 
ance that the Grain Corporation stood ready to buy 
wheat every day and every hour at the guaranteed 
prices, went far to narrow the range in price fluctuation 
which characterized the winter of 1919-20.' 

In spite of the steadying effect of the Grain Corpora- 
tion’s wheat purchases, these price fluctuations covered 
a much wider range than anything seen since the spring 
of 1917. There was no such incentive to accumulate 
large stocks on the crop of 1919 as during the 1918-19 
season, and at no time in 1919-20 were the wheat hold- 
ings of the Grain Corporation much over 80 million 
bushels, as against a maximum of 145 million in the 
preceding season.? Early in November, 1919, when the 
price was beginning to advance rapidly, it was decided 
to resell part of these stocks to the mills; these resales 
reduced the Grain Corporation’s holdings by some 50 
million bushels in about two months. It was also 
decided to remove the embargo, effective December 15, 
1919, upon imports and exports of wheat and flour, 
which had been in force since the midsummer of 1917. 
The sale of the Grain Corporation’s wheat and the per- 
mission to import foreign (chiefly Canadian) wheat and 
flour had little appreciable effect on prices; prices con- 
tinued to advance until the second week in January, 
1920. Early in February the foreign exchange market 
broke down utterly and induced a collapse in com- 
modity prices. At almost the same moment * the Senate 
Committee on Agriculture voted to report favorably a 
bill discontinuing government purchases and sales of 
grain. This measure was obviously intended to suspend 

4 The Grain Corporation’s wheat purchases on the crop of 1919-20 exceeded 
138,313,637 bushels. The total amount of storage charges paid the country elevators 
under the above agreement aggregated $3,418,124.68 for the first eleven months of the 


crop year, July, 1919 to May, 1920. 


2 See above, p. 703. * February 5, 1920. 
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the commercial operations of the Grain Corporation, 
which certain senators from the wheat growing states 
charged with attempting to depress the price of wheat 
to the detriment of the farmers. The storm of protest 
aroused by this proposal prevented its ever being re- 
ported by the Committee but the apprehension it 
caused as to the possible repudiation of the pledge of the 
Wheat Guarantee Act was a contributing factor in de- 
pressing wheat prices over a period of several weeks. 
About the middle of March the price began to advance 
again and in May it reached a point above anything 
known since the panic prices of May, 1917, followed by 
a slight recession before the government guarantee 
expired at the end of the month. Thus the period of 
control closed with an open market pric: not far from 
the figure at which wheat had been selling when the 
necessity for governmental control first became ap- 
parent, nearly three years before.’ 

On May 7, 1920, the Wheat Director convened a 
meeting of the grain and milling trades at Chicago to 
discuss measures for the resumption of future tradiug; in 
wheat on the exchanges, which had been suspended 
since 1917. Representatives of the cight leading grain 
exchanges decided that trading in futures might safely 
be resumed July 15, with December as the delivery 
month; it was expected that the volume of wheat to be 
moved during the fall months would be large enough to 
minimize the danger of extreme fluctuation or of price 
manipulation. 

This was practically the last of the steps by which 
the fetters were removed from the wheat market. Be- 
ginning with the conditions imposed by war it had 
been necessary to restrict commercial enterprise within 
the narrowest limits in the interest of price stabi- 


1 See Quarterly Journal of Economics, November, 1918, pp. 3-5. 
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lization and food conservation. Export and import 
embargo, suspension of future trading, license control,' 
price “fixation” in 1917, and minimum guaranteed 
prices in 1918 and 1919, the injection of the govern- 
ment into the market as a trader on a commercial 
basis, with huge purchases of wheat and flour, the posi- 
tive direction of export business by a government 
agency — all were parts of the comprehensive scheme 
of control which it had been necessary to throw about 
the business of producing and marketing the nation’s 
prime food crop during the disturbed period of war and 
national adjustment. One by one these restricting in- 
fluences were removed, until at the expiration of the 
Wheat Guarantee Act on June 1, 1920 “‘the market” 
was again free to take up its course based upon the inter- 
play of thousands of individual judgments unrestrained 
by official control or direction. 

Thus came to an end the largest and, on the whole, 
probably the most successful instance of government 
interference with an essential industry due to the neces- 
sities of war. Perhaps the most striking feature of the 
whole enterprise, apart from its magnitude, is the fact 
that the operations of the Grain Corporation were con- 
ducted with such efficiency and smoothness, such free- 
dom from arbitrary interference with the usual economic 
forces of production and consumption, and with such a 
studious effort to refrain from substituting judgments 
for those forces in the formulation of policies, that the 
individual citizen or trader was scarce aware that a 
$500,000,000 corporation had ceased to function. 


1 Under the Wheat Guarantee Act the flour and wheat trades were licensed under 
the Wheat Director during the year 1919-20 as {c!llows: 


MROVALOED 22. ccecccccsccncccececcecesscecceeccccccces 1,490 

ASANO SAE aad ad nbd oc dbs 6006560605 00sts 10,105 

Flour Jobbers and Brokers ..............cccccccscccecs 17,602 
Brokers and Wholesalers ...............sssseees 

DT Sith ctdbetaseRbeseewecccsccececcceseecteeees 11,287 


On Jone 1, 1920, ~ heed affecting wheat and flour products were terminated by 
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This huge fund had been administered in a manner 
to afford the producers of wheat every price protection 
that could reasonably be asked. That the interests of 
both farmer and consumer had been fairly conserved is 
abundantly manifest from the relative advance in the 
price of wheat to the farmer and of flour and bread to 
the consuming public. The relative prices at selected 
significant dates of wheat, flour, and bread, based upon 
the average price for 1913 in each instance, are: ! 


Average farm price Average retail Average retail 
of wheat price of flour price of bread 


Year 1913.... 100 100 100 
May 1917.... 311 266 168 
December 1917.... 265 205 166 
August 1918.... 259 206 177 
August 1919.... 274 224 180 
April 1920.... 300 245 200 


The total purchases of wheat and flour by the Grain 
Corporation during the three years of its existence 
amounted to the equivalent of 705 million bushels of 
wheat.? From September 1, 1917 to May 31, 1920 its 
total purchases of all kinds aggregated the sum of 
$3,735,771,861.92 and its sales $3,685,546,644.28. The 
total operating expenses during this period were only 
about # per cent of sales, and the net profits on com- 
pleted ‘beutande about $50,000,000. Of this amount 
approximately $20,000,000 represents profits arising 


1 The actual (i. e., money) prices from toe the above relatives were computed are: 


Average farm price erage retail price Average retail price 
of wheat on Ist af month 7 flour i in all b ihe of bread in all cities 
Average for Per bu. Per lb. er Ib. 


Year eer $ .79 3.3 cents 5.6 cents 
May - SES 2.46 8.7 9.6 
December 1917 ....... 6.7 9.3 
August 1918....... 05 6.8 9.9 
August 1919....... 2.17 7.4 10.1 
April eS 2.34 8.1 11.2 
Fn figures for the farm price of wheat are taken from the | eegee Crop Report, United 
Agriculture; the retail prices of flour and bread are from the 


tates 
Rathi bor Review of the Bureau of Labor Statistics. 


2 Purchases of wheat were 435,001,462 bushels; purchases of flour 59,697,761 
barrels. 
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from sales of foodstuffs, chiefly wheat and flour, to 
European neutrals during the war at prices above the 
government buying prices. These neutrals took uncon- 
scionably high profits from their shipping business dur- 
ing the war, even upon the transport of supplies destined 
for the use of our own army abroad, and it was deemed 
nothing less than right that they should be required to 
pay prices which would return some of that profit to 
this country. Also included in the profit item of the 
Grain Corporation were some $8,000,000 of ‘‘excess” 
profits which the flour mills were required to refund 
after detailed audits had been made of their accounts; 
these represented profits in excess of those which they 
were permitted to take under the regulations of the 
Food Administration governing the operations of flour 
mills in 1917-18. 

At the end of June, 1920, the Grain Corporation re- 
turned $350,000,000 of its capital to the Treasury of the 
United States. This was the total amount that had 
been drawn from the Treasury out of the special ap- 
propriation of $1,000,000,000 provided by the Wheat 
Guarantee Act of March 4, 1919. It was expected that 
the Grain Corporation’s remaining capital of $150,000,- 
000 would be returned to the Treasury in full upon the 
final liquidation of accounts and claims still outstanding 
on June 30. These accounts included considerable debit 
balances (nearly $60,000,000) owing by several Euro- 
pean governments to whom flour had been sold on credit 
for relief purposes.” 

In closing, attention should be called to one other 
feature of the Grain Corporation’s administration of the 


1 It should be pointed out that interest at the normal commercial rate on the 
national capital employed by the Grain Corporation would have amounted to consid- 
erably more than half its total profits. 

2 Congress had, by special act in March, 1920, endorsed the Grain Corporation's 
plan to sell some five million barrels of flour on credit to relieve starvation in Aus- 
tria, Poland, Armenia, and other stricken regions. 
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Wheat Guarantee Act of 1919. This is the series of 
agreements entered into with millers, flour jobbers, and 
bakers, by the terms of which the Grain Corporation 
undertook to protect these trades against a decline in the 
price of their unsold stocks of wheat or flour below the 
guarantee basis for a period of 45 days beyond May 31, 
1920. The necessity to protect these unsold stocks in the 
channels of trade from the possibility of a fall in value 
after the expiration of the Guarantee Act was foreseen as 
early as the spring of 1919, and was provided for by the 
terms of these contracts. In the absence of some such 
assurance millers would have hesitated to commit them- 
selves to the risk of carrying wheat during the closing 
days of the crop year ending with June, 1920. Jobbers 
and bakers would have been equally hesitant to stock 
even their minimum requirements of flour for the same 
reason. In order, therefore, to prevent such a state of 
trade uncertainty and hazard, and to promote the even 
and continuous marketing of wheat and the smooti 
flow of the nation’s essential flour supply, the Grain 
Corporation entered into these trade agreements with 
some 4000 mills, about 6700 flour jobbers, and about 
4800 bakers. It was largely owing to these agreements 
that when May 31 arrived, the Guarantee Act expired 
without even a ripple of excitement. 
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THE TRANSITION FROM GOVERNMENT 
CONTROL OF SUGAR TO COMPETITIVE 
CONDITIONS 


SUMMARY 


Introduction, 720.— The world sugar market during 1919, 723. — 
The problem of the surplus, 726. — The problem of the shortage, 726. 
The problem of decontrol, 728. — Conditions in 1920, 732. — Con- 
clusion, 734. 


In a previous article, the writer described the period 
of most rigid government control of sugar during the 
war, a period which extended from about May, 1918, to 
the signing of the armistice. The problems leading to 
the formation of the United States Sugar Equalization 
Board were explained in detail, also the manner in 
which those problems were attacked by the Board. 

It will be recalled that the suspension of hostilities 
occurred shortly after the purchase by the Sugar Board 
in behalf of the government of the United States and the 
Allied governments of the entire 1918-19 Cuban crop, the 
agreements with the domestic producers and refiners, 
the creation of the basic nine cent price level throughout 
the United States, and the establishment of an effective 
control over distribution. Thus the Board, originally 
created in anticipation of another year of war, found at 
the end of 1918 that it was bound by several contracts 
with producers and refiners, for execution or liquidation 
of which a continuance of the corporation was impera- 
tive. But the general policy of both the administra- 
tive and legislative branches of the federal government 

1 “ Government Control of Sugar during the War,"’ Quarterly Journal of Eco- 


nomics, vol. xxxiii, August, 1919, p. 672. 
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at this time was favorable towards demobilization of 
all war organizations and the removal of government 
restraints upon business enterprise. That this was also 
the view of the Directors of the Board is manifest from 
a resolution adopted at a meeting of the Directors of 
January 22, 1919, as follows: 

In view of the fact that the regulatory conditions now in effect 
were entered into with the expectation of the continuance of war 
conditions and were not expected to be maintained through a long 
period of peace conditions, and in view of the change in conditions 


since the armistice, a return of free market conditions in sugar would 
be welcomed by the Board.' 


The Directors did not stop with a formal resolution 
but endeavored to ascertain by direct inquiry if the 
contracts could be liquidated at once and normal pre- 
war conditions restored. Investigation revealed that 
most of the producers and refiners were quite contented 
with the status quo, since it was clear that the United 
States government as the sole stockholder of the United 
States Sugar Equalization Board was to act as the 
stabilizing force throughout the uncertainties of a re- 
construction period. Accordingly, the Board was com- 
pelled to adopt the alternative of removing step by step 
the restrictions upon the sugar trade. This process of 
transition from a “‘pegged”’ basis to normal competitive 
conditions was interrupted by the developments in the 
world’s sugar market and by certain political and eco- 
nomic conditions in the United States, so that in the 
second half of the year restrictions on exports, dis- 
tribution, and prices had to be reimposed to prevent 
famine conditions and soaring prices. 

In coping with this situation in the second half of 
1919 the Board was handicapped by the rapid de- 


1 From address by the President of the Board, Mr. George A. Zabriskie, before the 


Convention of Wholesale Grocers of the State of New York. Printed in American 
Sugar Bulletin, March 5, 1920. 
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mobilization of those war organizations in Washington 
upon the existence of which control of the sugar industry 
by the Sugar Board had been predicated. It is obvious 
that to establish and maintain satisfactorily an arbi- 
trarily fixed price level for any commodity, legal power 
and organization in some form are requisite — first, to 
effect a complete import and export control of the 
commodity, secondly, to control distribution and alloca- 
tion of the supply to various classes of domestic con- 
sumers (whenever the demand is in excess of supply at 
the established price) and thirdly, to punish or disci- 
pline manufacturers and dealers who refuse to comply 
with the norms established for prices, margins, or dis- 
tribution. Contrary to public impression, the Sugar 
Board itself never had any of these powers, but through 
coéperation with other war organizations which pos- 
sessed these powers, effective service had been rendered 
possible in 1918. Through codperation with the War 
Trade Board, control over all imports and exports of 
sugar had been effected; through utilization of the 
licensing powers and the licensing and enforcement 
divisions of the Food Administration, regulations for 
manufacturers and distributors both as to prices and 
distribution had been enforced; and finally, through 
use of the Food Administration’s powers over food 
distributors and its offices in the various states, coun- 
ties, and cities, allocation to industries and rationing to 
the households had been made possible. 


It is assumed that the reader is more or less familiar 
with the impacts of the war upon the world’s sugar in- 
dustry and trade — the collapse of the European beet 
sugar industry, the rapid partially compensatory in- 
crease in the cane sugar production, mainly in Cuba and 
Java, the annihilation of the beet sugar export trade of 
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the Central Powers and the resultant dependence of the 
Allied countries upon Cuba for raw sugar and upon the 
United States for refining capacity.! Even at the time 
of the armistice these factors were well known to the 
sugar trade generally, tho accurate statistics were not 
available then. But rather obscure and therefore sub- 
ject to conflicting conjectures was the actual net world 
balance of supply and demand for sugar for 1919, if the 
factor of the reduced requirements of European coun- 
tries, resultant from their financial inability to purchase, 
was taken into consideration. Experts in the sugar 
trade differed in their views * and recourse to statistical 
analysis was not fruitful in verification of either view, 
since only preliminary forecasts of the crops were then 
available and past experience had shown remarkable 
possibilities of shrinkage from these early forecasts, as 
the harvesting and manufacturing season proceeded. 
A careful analysis made in the Statistical Department 
of the Sugar Equalization Board of all the possibilities 
of combination of the two variables, production and 
demand, revealed, on the one hand by combining the 
greatest reasonable consumption of each country with 
the lowest reasonable production, a deficit in supply of 
3,064,000 tons, and on the other hand combining the 
lowest reasonable consumption with the greatest rea- 
sonable production, a world surplus of 2,442,000 tons. 

The year 1918 thus ended with the prospects for 1919 
uncertain. The general outlook became more definite, 
however, in the first few months of 1919. The first 


1 See “Sugar Prices and Distribution under Food Control,’ Quarterly Journal of 
Economica, vol. xxxii, August, 1918; also ‘Government Control of Sugar during the 
War,” ibid., vol. xxxiii, August, 1919. 

* For example in the Federal Reporter (published by the Federal Sugar Refining 
Company) of December 4, 1918, the opinion was exp: d that the 9 cent price was 
higher than warranted, while the D: ber, 1918, ber of the International Sugar 
Journal (p. 536) stated that the demand for sugar would probably exceed the supply 
until the new European beet crop would become available later in the year. 
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development of significance was the reported rapid dis- 
tribution of the surplus stocks which had accumu- 
lated in Java during war on account of the scarcity 
of shipping tonnage. Official confirmation came in 
March ' that only 136,000 short tons were unsold in 
January, 1919, following the disposition, mainly to the 
Far East, of 1,734,000 tons in the few months preceding. 
The second definitive development of the year was the 
change in the various crop estimates. Cables early in 
March reported a British Indian crop of only 2,337,000 
long tons as against the December estimate of 2,950,- 
000 tons, a diminution of over 600,000 long tons. The 
significance of this decline was the threat of a heavier 
drain by British India upon Java and of a proportionally 
smaller quantity available therefrom, for Europe and 
the United States. There were changes also in the crop 
figures of other countries but the positive and negative 
differences counterbalanced one another. The third 
significant factor was the increased consumption of the 
United States and Europe. The statistics of consump- 
tion in the United States compiled in the spring of the 
year showed a rate considerably above that of the pre- 
ceding year or pre-war years and the United Kingdom, 
which in the last war year 1918 had consumed only 
45 pounds per capita as against a pre-war normal of 
80 pounds, was consuming at a rate of about 63 pounds. 
The net result of the foregoing factors was a marked 
indifference on the part of buyers, in the first part of the 
year when the general outlook was dubious, and on the 


1 Under date of March 25, 1919, the American consul at Batavia, Java, reported to 
the State Department that there were only two million piculs of sugar (136,000 short 
tons) unsold by the end of 1918. This was the result of the formation of two organiza- 
tions, the Associated Java Sugar Producers, and the Java Sugar Exporters Association, 
both created in the latter part of 1918. The combined efforts of these organizations 
resulted in the sale of 1,326,000 short tons shortly before the signing of the armistice and 
408,000 tons in the last two months of 1918, a total thus of 1,734,000 tons. Com- 
merce Reports, June 11, 1919. 
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other hand, a state of nervous panic in the second 
half of the year when the true market conditions were 
realized. 

Various political and economic conditions in the 
United States in 1919 aggravated the situation de- 
scribed above. Early in March, 1919, an ‘Industrial 
Board” was created by the Department of Commerce, 
with the approval of President Wilson, to confer with 
leaders in industry, with the object of stabilizing prices. 
For a few weeks it was anticipated by many in the sugar 
trade that some action might be taken by this Board to 
reduce the price of sugar and the normal practice of 
anticipatory purchases was interfered with. When it 
became clear that no such reduction was contemplated, 
there was still no incentive for dealers to carry larger 
stocks than was required from day to day since there 
was little likelihood of any increase in price before the 
government controlled 1918-19 crop was distributed. 
This situation intensified the slow movement of sugars 
in the first half of the year, while in the last half of the 
year, when all over the world there was a wild scramble 
for supplies, the demand in the United States was ‘‘in- 
flated” even further by the strikes of longshoremen and 
marine workers‘ and by uncertainty in relation to the 
1920 prospects for supplies.’ 

Altho the ‘‘certificate plan” of sugar distribution had 
been discontinued and the sumptuary regulations for 
public eating places, sugar using industries, and the 
household had been repealed December 1, 1918, the 


1 It has been recently pointed out that from July 1 to November 15, 1919, only eight 
weeks were free from strikes which interfered with the movement of sugar from the 
sources of supply to the refineries of the United States. See American Sugar Bulletin, 
April 30, 1920. 

2 In the last half of the year the sugar trade awaited anxiously for a declaration of 
policy by the government in relation to the 1920 crops. But the conflict between the 
President and Congress over the Peace Treaty and the League of Nations deferred 
definite action until the end of December. In the meantime many buyers became anx- 
ious and endeavored to purchase as far ahead as possible. 
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resulting increase in demand was not sufficient to ab- 
sorb the “slack” and an outlet in exports was impera- 
tive. On January 11, 1919, the Board announced its 
intention of permitting exports after February 1, the 
amount exported to be governed by the receipts of 
raw sugars.' The response to this offering of refined 
sugar for export was not satisfactory. Raw stocks in re- 
finers’ hands accumulated rapidly, reaching 230,327 tons 
on May 24 as against 155,963 tons in the corresponding 
date of 1918. A temporary price reduction to stimulate 
the demand would have been in accord with economic 
theory and sound business practice, but assurances of 
the previous year by the Food Administration to the 
domestic producers precluded such action.? The Board 
attacked the problem from various angles: first, such 
sugars as could not be immediately allocated to re- 
fineries were purchased and stored on lighters; secondly, 
& news release was issued on April 14, urging consumers 
to anticipate summer and fall purchases; thirdly, 
133,603 tons of raw sugar were sold from Cuba, chiefly 
to France and Canada; and finally, the British Royal 
Commission on the Sugar Supply was urged to move 
from the United States as much as possible of its “‘toll”’ 
sugars immediately instead of awaiting the summer 
months. These measures had hardly begun to produce 
results when the entire situation changed abruptly 
owing to the causes described above. Instead of a prob- 
lem of the disposition of surplus supplies the Board was 
compelled to cope with a serious shortage. 

By the first week of June refiners were oversold and 
were either booking orders subject to indefinite delay or 
withdrawing from the market temporarily. To have 


1 Previous to this date, in 1919, only such sugars had been shipped as were being 
refined “‘on toll” in behalf of the British Royal Commission on the Sugar Supply. 
® See Quarterly Journal of Economics, vol. xxxiii, August, 1919, p. 677 et passim. 
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adequately controlled the situation, an embargo on ex- 
ports should have been imposed, some form of rationing 
to prevent inequalities in distribution should have been 
initiated, and finally, active measures should have been 
taken to punish those dealers who sought to utilize the 
unusual conditions to obtain exorbitant or unfair mar- 
gins. Because of the demobilization of the War Trade 
Board the imposition of an embargo on exports was 
impossible, while in view of the almost complete 
demobilization of the Food Administration there was 
no possibility of control of distribution or the enforce- 
ment of fair margins. But through its control over re- 
finers ' the Board caused a suspension of the shipments 
of toll sugars to the Royal Commission and a stoppage 
of all further sales for export. It also maintained the 
basic refiners’ price of nine cents for granulated. To pre- 
vent undue margins and profits on this sugar after it 
left refineries the Food Administration was informed 
that the Board would be willing to pay any expenses 
connected with the prosecution of dealers taking exorbi- 
tant margins. To alleviate local shortages in supply, 
the Board purchased sugars in regions where there was 
relative abundance (surplus sugars of War Depart- 
ment and western new crop beet sugars) for shipment 
to regions of scarcity; refiners were authorized to pool 
whatever sugars were available for equitable distri- 
bution among buyers; and, in order to husband the 
supplies in the eastern territory until new crop sugars 
became available in January, and to make certain that 
this old crop nine cent sugar did not become confused 
with the higher priced new crop beet sugar in the West 
and marked up accordingly, eastern refiners were in- 
structed not to ship, after October 15, to the territory 
west of the Buffalo-Pittsburgh line. 


1 Section xiii of the contract with the refiners provided that ‘‘each refiner agrees to 
conduct his or its export business under the direction of the Equalization Board.” 
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On July 29, representatives of the Cuban government 
sent a letter ' to the Board, requesting that negotiations 
be entered into by the Board in behalf of the United 
States government for the purchase of the Cuban crop 
of 1919-20. The directors thereupon sent a long 
memorandum to the President concluding as follows: * 


Conditions are so abnormal and the prospect of securing a regular 
supply of sugar at a reasonable price for the people of the United 
States for the year 1920 is so uncertain that the Equalization Board 
concludes, from a commercial point of view, that its duty requires it 
to suggest to the President that in reply to the communication from 
the representatives of Cuban producers, negotiations be entered into 
for the purpose of securing the sugar required for the necessities of 
the people of the United States for the year 1920 from Cuba under 
somewhat the same arrangements as the Equalization Board was 
able to make with the Cuban commissioners and producers and the 
refiners in the United States for the year ending December 31, 1919. 


No action was taken on the matter by the President 
at the time. On September 22, the representatives of 
the Cuban government withdrew their offer to negotiate 
for the crop. Immediately thereafter an important step 
forwards was taken in the process of transition from 
government control to normal market conditions in that 
American refiners were notified by the Board to pur- 
chase their raw sugars as in pre-war times in order that 
foreign buyers and domestic speculators might not pur- 
chase more of the Cuban crop than was in accord with 
the interests of the American consumers. 

On September 27, however, only five days after the 
refiners had been thus notified, an inquiry into the sugar 
situation by the Senate Committee on Agriculture and 
Forestry was authorized by the Senate. This Com- 
mittee was to make its investigation and report to the 
Senate on the reasons for the shortage of sugar and the 

1 This letter and the full correspondence between the Board and the White House 


are to be found in the Hearing before the Subcommittee of the Committee on Agri- 
2ulture and Forestry, United States Senate, 65th Cong., on Senate Res. 197. 
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desirability of continuing the Sugar Equalization Board. 
The immediate effect was to discourage refiners from 
entering the raw sugar market, as urged by the Board, 
since another year of government control was again a 
probability. It is not possible within the scope of this 
paper to give the tedious tho instructive details of the 
hearings before this Committee and its majority and 
minority recommendations to Congress. Suffice it to 
state that the outcome was the enactment of the Mc- 
Nary bill! on December 20, 1919, almost three months 
after the initiation of the hearings before the Com- 
mittee. 

This act authorized the President to continue the 
Sugar Board for the year 1920 and to require the direc- 
tors, ‘‘if found necessary for the public good” to carry 
out a plan for securing an adequate supply and an 
equitable distribution of sugar at a fair and reasonable 
price to the people of the United States. But there were 
no provisions for export and import control nor for 
licensing power over the various branches of the domes- 
tic industry after June 30, 1920. Moreover the zone 
system of distribution was prohibited so that ‘sugars 
shall be permitted to be sold and to circulate freely in 
every portion of the United States.’’ The directors of 
the Board felt that it was then entirely too late to in- 
stitute government control for 1920 and that the 
MeNary act was deficient in too many respects and so 
notified the President of the United States. On De- 
cember 31, 1919, the President signed the bill but a few 
days later issued a statement that “on the basis of the 
facts presented and the conclusions reached by the 
Sugar Equalization Board, the President has decided 
that the authority conferred by the McNary sugar act, 


1 “‘An Act to provide for the national welfare by continuing the United States 
Sugar Equalization Board until December 31, 1920, and for other purposes.” Approved 
December 31, 1919. 
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passed December 20, so far as it involves the purchase 
and distribution of the Cuban crop by the government, 
should not be exercised.” It was not, therefore, till the 
first week in January that the refiners were enabled to 
enter the raw sugar market for 1920 supplies with full 
confidence that there would be no further government 
interference. The effect of this delay upon new crop 
prices is described below. 

Better progress, however, was made in the removal of 
government import restrictions. The great demand for 
sugar in the last quarter of the year made it advisable to 
allow importations of foreign sugars from all possible 
sources and the Department of State announced on 
November 8 that free importation of sugar would be 
allowed except from Soviet Russia and Cuba. On 
December 1, 1919, the agreement with the Cuban 
government as to the 1918-19 crop expired, and free- 
dom of importation was reéstablished after a lapse of 
two years. On December 31, 1919, the contract between 
the Sugar Board and the refiners expired and the activi- 
ties of the Board thereafter were only in relation to the 
settlement of claims and the liquidation of all financial 
matters. On February 16, 1920, trading in sugar futures 
on the New York Coffee and Sugar Exchange, sus- 
pended by Mr. Hoover on August 16, 1917, were re- 
sumed but with the trade rules somewhat amended to 
prevent wide fluctuations. 

By February 16, therefore, the entire sugar trade 
functioned practically as in pre-war times, except that 
the Department of Justice was attempting to control 
domestic new crop prices through utilization of the 
powers granted by the Food Control Act. Altho pre- 
sumed to be attacking the entire ‘‘high cost of living” 
problem, special attention was directed towards the 
sugar trade, primarily because, in the uncertainties of 
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transition from a government controlled basis to free 
market conditions, sugar producers were at a loss as to 
proper prices. On October 21, the Attorney General 
directed beet sugar producers to sell their crop at not 
more than 10 cents per pound seaboard basis, less 2 per 
cent for cash. This price was raised to 10} cents on 
November 14, 1919. It was not intended that any pro- 
ducer should sell at a loss, these prices being merely 
tentative bases for further investigation by the Depart- 
ment. Many of the smaller companies consequently 
sold some of their sugars in November at 11 to 13% 
cents. On November 8, 1919, the Attorney General 
approved of a maximum price of 17 cents wholesale for 
Louisiana plantation clarifieds and 18 centsfor Louisiana 
clear granulated and ordered the United States At- 
torney at New Orleans to prosecute any producer or 
refiner who charged in excess of these prices. In con- 
nection with the importation of foreign sugars which 
were being offered at a duty paid price of 14 cents, and 
upward, the Department of Justice ruled that no specific 
price would be considered ‘‘unfair” provided that no 
excessive margin were made in the resale to the domestic 
trade. 

In this last quarter of 1919 a striking illustration was 
afforded of the impracticability of government control 
of prices through the attempted enforcement of “fair 
margins.” During the period of control by the Food 
Administration and the Sugar Equalization Board, 
contracts between the government and the various 
branches of the industry formed the basis. Through 
general publicity as to the prices established by contract 
with producers and refiners abnormal distributing mar- 
gins were rendered impossible. Differences in prices 
between domestic and foreign producers were absorbed 
by the government, so that a uniform price prevailed 
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throughout the United States. But under the arrange- 
ment in effect in the last quarter of 1919, a different 
maximum price was established by the Department of 
Justice for the Louisiana producer, the beet producer, 
and the importer of foreign trades. Hopeless confusion 
was the result and all manner of price juggling by 
dealers was made possible. 


The conditions which caused refiners to delay antici- 
patory purchases of the 1919-20 crop raw sugars have 
been explained above. This delay resulted in a curious 
practice in the trade, the so-called ‘‘toll refining.” 
Many manufacturers of commodities in which sugar is 
a constituent became apprehensive at the apparent 
indifference exhibited by refiners and entered the raw 
sugar market in Cuba, purchasing directly or through 
brokers all or a significant portion of their 1920 re- 
quirements. Arrangements were then made with refin- 
ing companies in the United States for the refining of 
the raw sugars so purchased, at a definite compensation 
per pound. By this device refiners were freed from the 
risk involved in entering an uncertain market while the 
manufacturers, to whom adequate supply was more 
important than price, were assured of their necessary 
requirements. 

The rather curious result of this procedure was that 
the consumers, through purchases of sugar in the form 
of candy, soft drinks, ice cream, and a host of other 
“luxury” products for which the demand appeared 
inelastic and for which the increase in price was not so 
visible, were forcing upward the price of sugar for 
household use, for which the demand was more elastic 
and where the increase in price was shockingly clear. 
Consequently, the price for Cuban sugar of the 1919-20 
crop soared from 6.5 cents per pound, f. o. b. Cuba in 
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the early part of August to 11.62 cents per pound in the 
first week of January, and this high price persisted 
throughout the month. In the first week of February, 
the influence of larger volume of production in Cuba and 
Porto Rico and the ‘‘hand to mouth” purchases of the 
refiners, resulted in a continuous price decline until on 
February 26 the low point was reached of 8.74 cents per 
pound. At this date public interest in the situation 
waned, since these declining prices apparently marked. 
the end of the transition period from government con- 
trol to normal market conditions. 

But just at this time, as it happened, the effect of a 
serious drought on the island of Cuba became manifest. 
There were pessimistic reports as to the final outturn of 
the crop, which had been previously estimated by the 
various experts at from 4,300,000 tons! to 4,436,000 
tons.? Later reports indicated a decline from the first 
estimates of over 600,000 tons, or about 14 per cent. 
Influenced by these reports, the price of raw sugar 
mounted steadily from 8.74 cents per pound f.o. b. 
Cuba, to 22 cents on May 31. The immediate effect of 
these high prices was a series of Congressional investiga- 
tions. With a presidential election only a few months 
away, these investigations were not without political 
portent. It was attempted at various times to fix the 
blame upon President Wilson for his delay in authoriz- 
ing the Sugar Equalization Board to purchase the 
Cuban crop of 1919-20; upon Professor F. W. Taussig 
for his minority report to President Wilson, advising 
against government control of the sugar business for 
1920; upon Attorney General Palmer for authorizing 
the maximum price of 17 cents for Louisiana sugars, 
which action, it was claimed, excited the ‘‘cupidity of 
Cuban producers”; upon the profiteers and hoarders 

1 Willett and Gray's preliminary estimate. 


2 Estimate of Cuban statisticians Messrs. Joaquim Guma-Leandro Mejer, Havana. 
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and upon the sugar-using manufacturers who had pur- 
chased in Cuba regardless of price. 


Was this experiment in the domain of state inter- 
ference in industry and trade a success or a failure ? 
To answer this question it is only necessary to recall 
why government control of the sugar business was 
originally undertaken. Stated in most compact form, 
tho perhaps crudely, the situation was that, in avoiding 
utilization of shipping tonnage, desperately required for 
more essential purposes, in long hauls to such sources as 
Java, the Allies became increasingly dependent upon 
Cuba for raw sugar supplies. The amount available 
for the United States was thus correspondingly reduced 
and to prevent soaring prices and to adjust demand to 
available supplies the arbitrary war emergency power of 
the state was invoked. That prices were kept at low 
level during the war and in the year 1919 through the 
work of the Food Administration and the United States 
Sugar Equalization Board needs no demonstration at 
the present time, when in a competitive market, under 
basic conditions varying but slightly from those obtain- 
ing during the period of control, the retail price of 
granulated sugar is anywhere from 25 to 30 cents per 
pound. Nor was this low price to the consumer at the 
expense of a declining production, for in this period of 
fixed prices, production in the United States and Cuba 
increased from 5,035,713 long tons to about 5,799,000 
tons. 

That adjustment between supply and demand was 
effected is also no longer open to question, for in the 
year 1918 when conservation was imperative the con- 
sumption in the United States was restricted to about 
100,000 * tons below the pre-war average and 300,000 


1 These figures are from the reports of the Statistical Department of the United 
States Sugar Equalization Board. Figures of the Department of Commerce and the Sugar 
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tons below the consumption of the previous year, a 
decrease of about 8 per cent. On the other hand in 1919, 
when conservation was no longer imperative, the supplies 
made available were about 400,000 tons above the pre- 
vious record consumption and about 600,000 tons above 
the pre-war average. As to the economic efficiency and 
equity in distribution the situation differed at various 
periods. In the period between June 1 and Decem- 
ber 1, 1918, under the operation of ‘‘the certificate 
plan,” ! the most effective control of distribution was 
witnessed. Before the spring of 1918 there was an 
undue reliance upon voluntary effort, but even then the 
pooling of the output by producers and the institution 
of machinery for allocation of supplies so pooled and the 
restrictions upon sugar-using industries relieved several 
otherwise hopeless situations. In 1919, there was no 
machinery or legal power for control of distribution and 
exports and the Sugar Equalization Board performed 
effective service with blunt tools. It must not be for- 
gotten that whatever was accomplished in sugar dis- 
tribution was performed without the utilization of the 
expensive and repressive card rationing system in 
vogue in most countries in Europe. 

There can be no doubt that the main ends for which 
state interference in the sugar business was instituted 
were accomplished. Government control of the sugar 
business was a successful experiment in the domain of 
economic enterprise. Granting this conclusion, was not 
an error made in failing to accept the offer of the repre- 
sentatives of the Cuban government for the purchase of 


Trade Journal agree in round numbers. The same forces which operated to bring about 
the high 1919 consumption were all present in 1918 and there is little doubt that the 
1918 consumption, unrestricted, would have equaled the 1919 record, on which basis 
there would appear a reduction of 17 per cent. But even as compared with the previous 
years a substantial conservation is shown. 

1 See Quarterly Journal of Economics, vol. xxxiii, August, 1919, p. 705 et passim 
for a description of thié method of distribution. 
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the 1919-20 crop and in discontinuance of government 
control over distribution and prices of sugar. 

The events of 1919 and the first half of 1920, as 
described above, have made it clear, first that with the 
war emergency over, most elements in the community 
are unwilling to continue the war time subordinance of 
self-interest to the common good; second, that the high 
business ability which volunteered for national service 
during the war could not be retained indefinitely at a 
most wearying and thankless task. Without these two 
basic factors, there could have been no effective govern- 
mentcontrol. Inaddition, political motives, subordinated 
in a period of national peril, rise inevitably to the sur- 
face in peace times. One need but review the manner 
in which the sugar situation has become a political foot- 
ball in the last six months to be convinced of this 
fact. Furthermore, there is obvious economic fallacy in- 
volved in arbitrary restrictions on the price of a single 
commodity without compensatory restrictions upon the 
commodities entering into its production. Return to 
open market conditions had unexpected and unwelcome 
results; but retention of war control would have been 
equally unwelcome and public dissatisfaction would 
doubtless have been as great. 


JosHuUA BERNHARDT. 


Jouns Hopkins UNIVERSITY. 




















REVIEWS 


RECENT TEXTBOOKS 


Proressor Taytor’s book! is “intended for the student 
and the farmer interested in the study of those economic prin- 
ciples which underlie the effective organization of the farm, 
and for the statesman interested in establishing laws and 
institutions for the development of agriculture.’ Agricul- 
tural economics is defined as treating “of the selection of 
land, labor and equipments for a farm; the choice of crops to 
be grown, the selection of live-stock enterprises to be carried 
on, and the whole question of the proportions in which all 
these agencies should be combined.” It will be noted that 
the discussion specifically includes Farm Management and 
treats “farmer’s problems not merely from the social point of 
view, but also from the individual.’’® As a basis for such 
treatment the author naturally finds it essential to discuss 
problems of costs and prices as well as wages, interest, and 
rent. In addition we have effective presentation of American, 
and for contrast English, land history and tenancy; a dis- 
cussion of problems of marketing and of price-fixing; a 
chapter, furnished by Dr. J. C. Galpin and Miss E. J. Hoag, 
on The Social Side of Farm Life; and a concluding chapter 
on Methods of Studying Agricultural Economic Questions. 
This gives a presentation of farm accounts and a compari- 
son of historical, geographical, statistical, and experimental 
methods of study. Aids to the student are furnished in a 
rather extensive use of maps, charts, and diagrams and a 
rather limited use of problems appended to important chap- 

1 Agricultural Economics. By Henry C. Taylor. New York, The Macmillan Com- 
pany, 1919. Pp. x, 439. $2.50. 


2 See the article by Professor John Ise, ‘‘What is Rural Economics,” this Journal, 


February, 1920, pp. 300-312. 
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ters. The volume suggests close contact with the farm and 
farmers, and a sympathetic appreciation of their problems 
even when the answers reached are not the same. 

The economic discussion is straitly limited to such sub- 
jects, and parts of subjects, as pertain closely to the farm. If 
this is to be the only book placed in the hands of the farmer, 
student or statesman, it will hardly give a basis for a thoro 
understanding of such problems as wages, interest, and rent. 
Would it not be well that the farmer’s viewpoint on wages, 
for instance, be broadened by a study of the problem in the 
large ? Farm wages are not, in fact, an isolated phenomenon. 
They are necessarily affected by the scarcity or abundance of 
the general labor supply and by the intensity of demand in 
the general labor market. And there are abundant indications 
in present day discussions of the problem of supplying our 
farms with labor that both farmers and statesmen have too 
narrow an outlook on this question. The same question arises 
in the treatment of interest, where more space is given to the 
need of farm credit, the German codperative credit associa- 
tions, and the Federal Farm Loan Act than to the highly 
difficult problem of interest itself. Yet the farmer, both as a 
capitalist, and as a man frequently critical of the established 
distribution of wealth, needs a sound understanding of the 
function of capital in modern production and of the place of 
interest in distribution. Less criticism attaches to the discus- 
sion of rent, tho one may still regret that the treatment was 
not broad enough to include all uses of land and a suggestion 
at least of the Single Tax theory. The author has chosen to 
include in one chapter the Ricardian theory of rent and 
Walker’s theory of profits. Throughout there is consistent 
emphasis on the importance of managerial ability in farming 
operations. And “common observation” is cited to show 
“that competition tends to distribute the farmers in the dif- 
ferent grades of land in accordance with their efficiency, the 
A grade farmer on the first grade land, the B grade farmer on 
the second grade land, and so on.”’ 

With this clearcut and doubly enforced statement of the 
marginal producer theory in mind there is nonetheless a cer- 
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tain hesitant and doubtful attitude toward economic theory 
of which the following passage is symptomatic. “Economists 
have a theory that prices tend to equal marginal costs; this is 
thought to be true because it is assumed that the man who is 
producing at a loss will drop out, or, if the supply is short the 
price will rise to the point attracting others less favorably 
situated to enter the same line of production, thus tending to 
maintain the price at a point equal to the greatest cost, tho 
at any given time they might be far apart. There seems to be 
some relation, therefore, between the highest cost necessary 
to produce the desired supply and the price which in the long 
run will have to be paid in order to get the supply.” This 
extremely cautious acceptance of a doctrine which would 
seem clearly based on the theory of rent and profits adduced 
finds scant play in the discussion following; for this turns on 
the difficulties of cost accounting, on alternative opportunities 
of the farmer, on long versus short time results and on the 
highly important principle of joint costs. The conclusion is 
favorable to the formation of a “properly organized price 
commission.” Such a commission might ‘‘inaugurate an 
educational program which would improve the mutual atti- 
tude of mind of the producer and consumer toward each 
other’; might be a “desirable medium for collective bar- 
gaining between the organized producers on the one hand and 
the organized distributors on the other,” which appears to be 
the logical outcome of recent tendencies; and its guidance 
might make the “too little understood law of supply and 
demand” work much more equitably than when the isolated 
producers meets the great distributing corporations. 

There is an effective presentation of the function of the 
middleman joined with appreciation of the reasons for the 
farmer’s attitude toward his charges. “The real issue between 
the farmer and the middleman relates to the fairness of the 
charge made for the service.’”’ Later the belief is stated that a 
great part of the middleman’s function is performed for a fair 
charge. Likewise as to government regulation: the farmer 
“may not have any too much confidence in the government, 
but experience will teach him that the government is at least 
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as trustworthy as any comprehensive organization which he 
can build to perform this function of securing fair play.” 
The difficulties of céoperative marketing are presented from 
the standpoint of an observer of many farmers’ codperative 
failures and with appreciation of the difficulty of reaching 
from the local to the central market and of competing 
with large scale market organization. Yet the six years 
successful experience of the Wisconsin Cheese Producers’ 
Association which was advised by the State Board of Public 
Affairs and the Agricultural College and blessed with a 
“local leader who was willing to work for nothing and board 
himself in good missionary fashion” is stated as ground for 
the belief “that wherever the farmers have the right mettle 
they can codperate successfully to reach out into the central 
markets.” 

Unqualified approval may be given to the historical dis- 
cussion of land tenure and of farm tenancy in the United 
States. And the statement of English conditions gives an 
illuminating and broadening basis of comparison. Much 
interest attaches to the conclusions stated as to farm tenancy. 
Evidence is quoted to show that while tenancy has been 
present since the beginning of our nation, ‘‘it has ever been 
looked upon as a stepping stone, a temporary means of ac- 
quiring the use of land, and not as a permanent condition for 
any individual.”’ This is still the general situation, tho in 
lessened degree. ‘The statistics show an increase in the per- 
centage of tenancy and it appears that, on the average, 
farmers grow older as tenants than they did when land values 
were lower.”’ 

Here is much matter of interest to student, farmer, and 
statesman. Its study will enlarge their appreciation of the 
practical problems affecting our agricultural population. 
There is evidence of wide acquaintance with agricultural 
literature and with the farmer as he is. The chapters on 
Farm Management furnish a wealth of practical detail deal- 
ing with existing American agricultural conditions and of 
wise advice for the farmer which cannot be adequately pre- 
sented in a review. It may be only an unconscious profes- 
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sional bias that suggests that the underlying economic 
theory is not always as broadly stated and as vigorously ap- 
plied and enforced as the economist could wish. Enough is 
done to abundantly justify the text if we adhere to the au- 
thor’s belief that ‘the pioneer stage is only now passing’’ in 
the writing of books on agricultural economics. 


The intent of Mr. McPherson’s volume ' is “‘to set forth in 
general and in broad outlines the sequence of cause and effect 
in the determination of prices, wages, interest, profits, and 
rent. There is largest emphasis on questions of value, wages, 
and profits. The discussion is said to be a continuation of a 
previous volume entitled How the World Makes Its Living. 
However, it is complete in itself and amounts to a treatise on 
distribution. To follow its reasoning one is required to master 
a novel nomenclature. Beginning with the idea of utilities, 
we have “final utilities’? equivalent to consumption goods; 
“sources of substance,” land; “‘substance,”’ utilities derived 
from land; and ‘‘instruments of production’”’ or capital goods. 
The statement of terms in distribution may be directly 
quoted: “Wage is return for man hours applied in the pres- 
ent. Rent and interest are return for the right to utilize the 
results of man hours applied in the past. Profit is the surplus 
of credits received over debits incurred in the application of 
man-hours in the present to the results of man-hours applied 
in the past. Thus rent is profit to the owner of property that 
has been leased, and interest is profit to the investor of ac- 
cumulated credits upon security.’’ This form of statement, 
as well as the emphasis placed throughout upon profits, indi- 
cates the departure from the accepted usage of these terms. 

The book is written from the evolutionary point of view. 
Beginning with primitive society it endeavors to trace eco- 
nomic development through barter and money to a credit 
economy and to explain at the various stages the emergence 
of price, the division of labor, the use of capital, and the 
modern problems of distribution. This ambitious project 


1 The Flow of Value. By Logan G. McPherson. New York, The Century Com- 
pany, 1919. Pp. xi, 473. 
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culminates in the proposal of ‘“‘ultimate units of production 
and consumption.” It conceives a “utility unit’ found by 
“determining the essential utilities in their simplest forms and 
in their respective proportions required for the support of the 
simplest man today ”’ — fora day. On the side of production 
we determine the number of man hours required to produce 
such a want-utility unit and use this as a force-utility unit. 
Altho this suggestion is admitted to be ‘‘far fetched,’’ impos- 
sible of determination with ‘even an approach to exactitude”’ 
and “necessarily hypothetical,” it yet finds prominent place 
in our author’s summary and restatement. The impossibility 
of such ultimate units has been frequently disposed of and 
finds place here only because it illustrates the author’s point of 
view. Beginning with a primitive society in which sacrifice of 
production bears direct relation to satisfaction of consump- 
tion, the author holds stubbornly to this conception of the 
relation of wants to efforts. The underlying theory of value 
is the labor theory and in conformity with this theory we 
note certain striking omissions in the discussion. There is no 
discussion or conception of the law of diminishing utility. 
Wants are regarded as fixed, as governed by the available 
income, or the discussion is held to the idea of necessary sub- 
sistence. There is no statement of the familiar idea of the 
adjustment of wants as prices rise and fall. Again, there is no 
appreciation of the importance of the law of diminishing 
returns and its relation to expanding population and rising 
food prices. How far the discussion is from such an apprecia- 
tion may be illustrated by a naive explanation of rising 
agricultural prices in the United States. Because of expand- 

ing markets “there was the flow of effort [7. e., labor] from 
agriculture to manufacturing pursuits. Therefore during the 
first decade of the twentieth century the diminishing supply of 
foodstuffs, especially of the meats, in relation to the popula- 

tion brought an advance in their prices in relation to the prices 

of manufactured products.’’ Another quotation may be prof- 

fered in this connection relating to the high prices of urban 

sites. “There would not be such high prices were not profit 
obtained by those who so utilized the land, and these would 
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not obtain profit were there not an intensity of demand for 
the utilities produced by means of that utilization. There- 
fore the so-called unearned increment applies not only to 
those who have property in the land, but to every one who 
obtains utilities produced by means of its utilization. The 
so-called unearned increment arises from interrelation be- 
tween supply and demand which enables high profit to be 
obtained from its utilization.” This attempt to make the 
innocent purchaser of utilities derived from scarce urban 
lands a sharer in the unearned increment may stand as an 
example of the author’s consistent defense of profits and of 
the penetration of his reasoning concerning modern economic 
society. 

The book is noteworthy from its failure to appreciate the 
importance and bearing of the lengthening of the period of 
production which develops with machine industry and wide 
division of labor. The time element and payment for waiting 
have no place. Utilities produced by man-hours in the past 
are supposed to pay for the utilities produced by man-hours 
in the present, with qualifications as to the efficiency of the 
labor involved but never with reference to the periods of time 
involved before the emergence of final utilities. Finally, 
there is no recognition of the effect of the development of 
inequalities of wealth and income on prices, wages, and 
profits. We read: ‘‘The proportion of the aggregate effort 
devoted to the production of the essential underlying utilities 
will determine the proportion that can be devoted to the 
production of other utilities.’ Unfortunately, with our rich 
and well-to-do competing for comforts and luxuries in the 
markets, it is quite as frequently true that their demand for 
such goods is first met and the remainder of the aggregate 
effort devoted to the production of essential underlying utili- 
ties. It is not true that “the essential commodities would have 
to be produced for all the population.”’ Always some are starv- 
ing. Frequently famines have depleted populations. Did the 
landlords forego comforts, or even luxuries, in the days of the 
Irish famine ? 

The book is replete with such statements as the following: 
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‘*The lowest wage any employee would accept would be that 
adequate for the purchase of the utilities necessary for his 
subsistence.”” There are no parasitic industries in the society 
in view. There is an overabundance also of repetitious, and 
sometimes arithmetical elaboration, of the merely obvious. 
The essential defect of the book is that it is built up by logical 
deduction from an unreal hypothetical society rather than 
from study and analysis of the facts of our complicated mod- 
ern society. The omission of the vital facts and influences 
indicated renders such discussion futile and sterile. 


Professor Thompson! has written his volume for high 
school use. Its point of view is stated in the preface: “Since 
the great bulk of the leaders of tomorrow can have no other 
academic training in economic principles than that gained in 
the public high school it is highly essential that the textbook 
placed in their hands should be something more than an 
introduction to a college course to be pursued two or three 
years hence. It should, with due regard for the capacities 
of high school pupils, endeavor to introduce its readers to the 
principles that underlie business and determine in large 
measure the practices of the business world.’’ The content 
of the book is thus inclusive. Its outline proceeds in tra- 
ditional fashion through Consumption, Production, Ex- 
change, and Distribution; chapters on the usual subjects in 
Applied. Economics — Transportation, Banking, Trusts, 
Labor Problems — are interspersed. There is even a chapter 
on Marketing, perhaps the best in the text, and a concluding 
chapter on Taxation. 

Special aids to the student are provided in the inclusion of 
pictorial illustrations; in a rather elaborate use of diagrams, 
charts, and tables of statistics; and in the exercises and prob- 
lems, together with supplementary readings which close each 
chapter and to which some sixty or seventy pages are devoted. 
For each chapter we have a list of questions covering the 
subject matter of the text, a list of exercises intended to show 


1 Elementary Economics, with Special Reference to Social and Business Conditions 
in the United States. By Charles M. Thompson. Boston, Benjamin H. Sanborn and 
Company, 1920. Pp. xii, 420. $1.44. 
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the relation of the text to practical affairs and a list of prob- 
lems to test the student’s apprehension of the subject matter. 
It is generally agreed that such questions, exercises, and 
problems work best in the hands of their originator. And it 
may be doubted whether the high school teacher will have 
time to make the fullest and most effective use of this ma- 
terial. With some exceptions, it seems well considered and 
worth while. The chapter references are confined ‘‘to stand- 
ard college texts in economics.’’ There is also a classified 
bibliography (pp. 411-414). The references generally include 
such diverse material as Bullock, Ely, Fetter, Fisher, John- 
son, Seager, Seligman, and Taussig. What gain would come 
to the average high school student from the endeavor to com- 
pare and reconcile such varied material ? 

Inevitably in the attempt to include so much subject mat- 
ter within the limits of 350 pages of text there is great brevity 
of statement. The difficulty is much increased by the en- 
deavor to include historical matter in connection with such 
subjects as the tariff, banking, money, and labor problems. 
The extreme compression resulting from such a policy of all 
inclusiveness may be illustrated by an analysis of the chapter 
on Transportation. Of the fifteen pages given to the subject, 
three are covered by the exercises and problems, one by illus- 
trative material, three by historical matter dealing with 
waterways, roads and canals, three are devoted to govern- 
ment regulation and the Interstate Commerce Act. This 
leaves a scant four pages for the difficult subject of railroad 
economics. Here are included — they can hardly be said to 
be discussed —the principle of diminishing costs, dis- 
criminations, railroad competition, the principle of joint costs, 
“charging all (italics mine) that the traffic will bear,’’ and the 
long and short haul principle. Comment seems needless on 
such heroic condensation, yet the illustration is a fair one. 
Are we to expect high school students to gain anything of 
real and lasting value from so compact a statement ? 

The book abounds also in ill-considered and inexact state- 
ments — peculiarly perilous as an offering to immature 
students with slight ability to discriminate. In the chapter 
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just analyzed, for example, we read that ‘‘railroads find it 
profitable to do some of their business at a loss.’ This im- 
possible statement is in connection with the discussion of 
joint costs in rate-making. A somewhat similar statement is 
found in a discussion of rising prices (supposed to have 
doubled). We shall agree that a widow with $600 income can 
buy but half as much as before. But we may dissent from the 
statement: ‘In reality, then, her income had shrunk from 
$600 to $300.’’ There are numerous misleading paragraphs 
and chapter headings. For instance: ‘Federal Reserve 
Bank Notes” heads a chapter discussing Federal Reserve 
Notes; an error the more regrettable since the two issues are 
nowhere differentiated, tho Federal Reserve Bank Notes are 
cited in the forms of money in circulation. A paragraph 
headed ‘“‘A Comprehensive Plan for Social Insurance”’ dis- 
cusses the Workmen’s Compensation plan of the American 
Association for Labor Legislation. And the final chapter in 
the section on Distribution is headed: The Share of the 
Government in Distribution (Taxation). Earlier, too, this 
is listed as a fifth share. The discussion is the familiar one of 
government revenues and expenditures. It would be difficult 
to justify such a scheme for a fifth share in distribution. It is 
impossible to excuse such an attempt to stimulate unity of 
treatment where in reality none exists. 

This will suffice to indicate the character of Professor 
Thompson’s text. A word may be added in regard to the 
problem of high school texts in economics. 

Grant at the outset that the subject must be taught to 
students of such immaturity. This demands of the text used 
a clarity of statement, wealth of illustration and extent of 
discussion not compatible with undue brevity of treatment. 
The high school teacher is an essential part of the problem. 
He, or she, will seldom or never be a specialist. He will have 
limited time to devote to economics classes. He will not be 
well prepared to cope with all subjects in applied economics. 
All of which is to say again that the high school text must be 
of sufficiently extended treatment to stand alone. Again the 
high school curriculum can devote little time to our subject 
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— less than at present in view of the pressure to put all sub- 
jects needed for citizenship into the high school. The high 
school may be the ‘finishing school”’ of the majority of our 
citizens; but to include a subject in a curriculum is not to 
finish its inculcation into the minds of students. And if we 
believe that the education of the student is ‘‘finished’’ when 
he leaves high school, the problem is hopeless and may as well 
be abandoned so far as economics is concerned. Unless he is 
to pursue the subject independently after school days the 
introduction gained in a semester’s or a year’s high school 
study will have at best a slight value. Granted that there is 
hope for future study, the wise plan would seem to be to 
devote all student time, teacher ability and text space to a 
discussion of the central theories in economics, with the in- 
clusion of such applied problems in money and banking as are 
essential to their presentation and comprehension. Surely no 
more can be accomplished under the inevitable handicaps in 
our high schools. To attempt more is to invite failure. This, 
it may be said by way of anticipation, is substantially the 
scheme followed by Professors Turner and Clay in the texts 
reviewed below; tho in both cases a more mature audience is 
had in view. If so much is well done, the pupil has been 
introduced, and may continue his acquaintance with eco- 
nomics as the duties of citizenship, the needs of business, or 
his interest in learning suggest. If this be the true and wise 
plan for a high school text, the one now under discussion is 
defective in plan and treatment. 


As the title would suggest, Professor Turner! does not at- 
tempt to treat exhaustively the whole field of economics but 
limits himself to a discussion of principles. This limitation is 
departed from, however, in the inclusion of four introductory 
historical chapters. It may be that “economic institutions 
can be adequately comprehended only in the light of their 
historical development” but it does not follow that it is 
worth while to preface economic principles with historical 

1 Introduction to Economics. By John R. Turner. New York, Charles Scrib- 
ner’s Sons, 1919. Pp. xvi, 641. 








748 QUARTERLY JOURNAL OF ECONOMICS 


discussion which of necessity is inadequate in content and 
background. Similar criticism does not attach to the four 
concluding chapters dealing with corporations and the prob- 
lems of monopoly and trust control. They may serve ‘‘to 
exemplify principles” but represent an enlargement of the 
scope indicated by the title of the volume. There are pages, 
moreover, given over to merely controversial matter which 
seem out of place in an introductory text. To the writer it 
seems clearly inadvisable to vex and distract the heavily 
burdened beginner with such matter. Its discussion is rather 
for the trained warriors in the science; textbook writers best 
serve their readers when they limit themselves to a straight- 
forward consistent presentation of one point of view. To aid 
such beginners there is large use by Professor Turner of 
graphic illustration, and ‘exercises in the form of questions, 
problems, and fallacies” are added to each chapter. 

The nature of the theoretical discussion is indicated by the 
author’s prefactory statement that he has ‘‘followed the 
tendency to abandon the artificial classification of productive 
factors into land, labor, and capital,’’ and has ‘‘ preferred to 
use the term desirability rather than utility in the value 
problem.” In all these matters he has loyally followed Pro- 
fessor Fetter, whose doctrines and terminology are here 
popularized. The choice of words may be a matter of indif- 
ference for the presentation of theories. But for an intro- 
ductory text it gives the untrained student a false idea of 
dissimilarity between authors. For this reason one questions 
the advisability in such a text of departing from the use of 
the well established word utility. This question is emphasized 
by noting that the author has not always consistently 
avoided it. 

Value is defined from the subjective viewpoint as “the 
importance which one attributes to an objective good or 
service.”’ Price, then, takes the place of value as usually 
defined and is “the quantity of goods given or received in 
exchange for another good.” But these are matters of defini- 
tion merely and the discussion of the problem of value is 
the accepted marginal utility theory with perhaps undue 
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emphasis on the subjective valuations of the sellers in the 
market. 

The peculiar viewpoint of the theories stated develops in 
the discussion of problems of production and distribution. 
There is strong emphasis on the law of proportionality as 
“the most important topic in economics.” The relative 
scarcity of productive agents; the combination in most ef- 
fective fashion of “long and short factors” and the principle 
of resistance account for the scarcity of products and in turn 
for their price. 

There is no discussion of distribution in the accepted sense 
of a division of the social dividend. Instead there is a dis- 
cussion of contractual relations with an evident intent to 
conform to the terminology of business. Rent, wages, and 
interest are all special applications of the general problem of 
price. Thus: rent is a “payment for the temporary use of 
any durable agent other than men.” ‘‘ Wage is the price paid 
by one person to another on account of labor performed.” 
Interest is the “‘market price on money loans.”’ Profits, on 
the contrary, are a non-contractual income and represent the 
net residue when the entrepreneur “sells the product and sub- 
tracts all the contractual costs.”” This view of incomes as a 
contractual relation is insisted upon without reference to the 
important group of self-employed — well illustrated by the 
American farmer — or of users of their own durable goods or 
capital. We read, for example, that “two men, the one a 
renter and the other employed, may do precisely the same 
thing, may hoe side by side in the same potato-patch, may 
perchance receive incomes exactly equivalent for their serv- 
ices, and yet one’s income is profits and that of the other is 
wages.” 

Manifestly one cannot enter into a controversy of such 
dimensions and long standing as this attempt to break down 
the distinction between capital and land and to supply a 
theory of distribution conforming to business usage within 
the limits of a review. The first attempted innovation seems 
to the reviewer to rely essentially on an overemphasis of 
static conditions within our highly dynamic state. For short 
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periods, or under assumed static conditions, it may be true 
that land and the existing supply of capital goods react in 
similar fashion under a principle of resistance, but in the long 
run under dynamic, which is to say actual, conditions the 
reaction is essentially dissimilar. The discussion of the 
second innovation need not go beyond Professor Turner’s 
text to develop the fact that these contractual incomes are 
but surface indications in a limited view of underlying eco- 
nomic forces. The discussion of the contractual wage is 
backed by the customary consideration of population prob- 
lems and of efficiency. It closes with the familiar formula: 
“Wages are determined by the discounted marginal product 
of labor.” To determine that margin all laborers, self- 
employed as well as hired must be, and are, included in the 
consideration. The scarcity and the efficiency of the labor 
force cannot be otherwise determined. Similarly in the case 
of interest; back of the per cent paid for loanable funds is the 
fact of “time discount” and the capitalization of all durable 
goods. Money loans are of negligible importance by com- 
parison with these fundamental economic facts. Can we 
justify a discussion which places emphasis on a matter of 
such slight importance and obscures the fundamental ? Our 
great group of independent farmers — our most important 
single group from every viewpoint — get, following Professor 
Turner, an income called profits. Yet, it is obvious that that 
income is affected and conditioned by — and in turn affects 
and conditions — the wage of hired labor in agriculture and 
other fields; the rent of lands and durable goods, both agri- 
cultural and urban; and the interest paid on capital funds in 
all fields. Society’s prime interest is in the explanation of 
incomes. These understood, no serious difficulty lies in the 
way of our understanding of contractual relations. The text 
inrnishes an explanation of incomes at once novel and 
stimulating. In the opinion of the reviewer it is upon this 
underlying explanation that attention should be directed and 
due emphasis placed. Failure to do so is to curtain the under- 
lying reality from view behind its superficial manifestations. 

Such unreality has further manifestations in the far-fetched 
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character of numerous illustrations employed and in the slight 
emphasis placed on inequality. The wide differences in the 
capacities and characters of men, and in wealth and income, 
are facts of capital importance in modern societies and a 
discussion of production and distribution which does not give 
these hard facts due weight and emphasis neither applies to a 
real society nor is adapted to the needs of the beginner. It is 
the rare student who is troubled by no doubts as to the jus- 
tice of modern distribution and who is never challenged to 
defend its seeming and its real injustices. To these questions, 
so urgently pressed today, there is no adequate answer prof- 
fered. It can hardly be inferred that the existence and im- 
portance of such inequalities is recognized. There are many 
stimulating passages in Professor Turner’s text and the pres- 
entation is fresh and direct. The dissent here expressed is 
based on a feeling that the theories advanced develop through 
intellectual chess playing with economic theories rather than 
through persistent study of the natures of men, the facts of 
business and the experiences of society. 


Professor Clay’s book, as stated in the preface, was written 
with two purposes in view. First, that it might be adapted to 
the use of the general reader, endeavoring “to do for the eco- 
nomic organization as a whole what Bagehot and Mr. Hart- 
ley Withers have done for a part of it, the credit system — to 
explain the principles of its construction and working in the 
language of ordinary life, and with reference to the experience 
and interest of the ordinary man.”’ Second, to apply the 
conclusions of economics to the allied studies of politics and 
ethics; “to indicate what light economics can throw on 
Ruskin’s question: ‘what is wealth?’’’ In preparing the 
American edition Professor Agger has wisely interfered as 
little as possible with the author’s presentation, introducing 
no change in theory or in general economic philosophy. 
“English examples were replaced with American examples, 
and concrete matter of purely British interest has been 


1 Economics, An Introduction for the General Reader. By Henry Clay; Ameri- 
can edition, edited by Agger. New York, The Macmillan Company, 1819. Pp. xviii, 
456. $2.00. 











752 QUARTERLY JOURNAL OF ECONOMICS 


deleted.’’ The text thus remains essentially English. Its 
foundations are laid in English political, social, and industrial 
conditions. It has in view throughout the English land 
system; the English social classes — ‘‘upper,’’ “‘middle’’ and 
“working” — the ambitionless English worker and pro- 
fessional man who “once he has got his standard of life se- 
cured, has little further interest in money getting and will not 
press for more”; the British inequalities of wealth and in- 
comes; and the present British attitude toward the entrance 
of state into industry. This essentially English viewpoint 
and philosophy may not detract from its value for the general 
reader who has knowledge of American industrial and social 
conditions, but would seem to make the book of doubtful 
service as a college text in the United States. So used, it 
would present a statement of conditions foreign to the stu- 
dents’ experience and hamper future study by a false start. 

The text is eminently readable. The machinery of chapters 
and topical divisions and of paragraph headings is well 
managed and helpful. The book is well organized and wisely 
arranged. The discussion marches straight forward from 
introduction to conclusion. This is no light task in a subject 
so interrelated and interdependent as is economics. It attains 
brevity and simplification through skillful presentation, apt 
illustration, and wise selection and rejection of material rather 
than through heroic condensation. The subject matter in- 
cluded is such essential theory, description, and criticism of 
production and distribution as prepares the way for the five 
concluding critical and constructive chapters. Of these two 
deal with The State and the Economic Organization and 
the final three with Wealth and Welfare. It seems obvious 
that it was for these chapters that the book was written, 
and for the purpose the book was splendidly conceived and 
executed. 

The book is intensely interesting for the striking evidence 
it gives of the influence on the author of two distinct streams 
of thought. One begins with Adam Smith, flows in due 
course through Ricardo to Mill, Marshall and the straitly 
orthodox economists of the present day. The other arises in 
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the communism of Plato; is enriched with the sparkling 
waters of Utopia, strengthened — and muddied — by the 
energies of Marx, whose name and theories constantly recur 
in the text, and finds its conclusion in the slack water of ‘the 
idealists of the nineteenth century, Carlyle, Ruskin, and 
Morris.” These two streams the author would merge into 
one. 

For the most part the theory of the book is orthodox. It 
analyzes the existing order in the accepted way. We find in 
turn: the law of comparative cost in foreign trade, the ac- 
cepted explanation of crises, the marginal utility theory of 
value, wages depending on the discounted marginal pro- 
ductivity of labor, and the Ricardian theory of rent. There 
is an English touch, again, in the inclusion of interest in 
profits. With so much that is orthodox one notes with sur- 
prise bordering on astonishment the ignoring of Malthus. 
So far as this book is concerned he might never have lived 
and written, and the student who depends on this text will 
never know that there is a population problem. The increase 
of population, even at the rate of a million yearly is no prob- 
lem since “there are 1,000,000 people to feed, clothe, and 
amuse — plenty of employment there; and there are close 
on 1,000,000 more people producing and earning — a plenti- 
ful source of payment there!’”’ Later we have the Ricardian 
theory of rent with no application of the law of diminishing 
returns to the population question. We have wages and 
standards of living discussed without reference to their 
effects in birth rates. ‘The conception of the standard of 
life influences wages only by producing concerted action or 
tacit combination among the workers who supply a certain 
kind of labor’’; it “leads them to act together, almost auto- 
matically, whenever real wages are threatened.’ There is 
direct reference to birth rates in connection with the discus- 
sion of the subsistence theory of wages, with the conclusion 
that “the history of the working classes in the nineteenth 
century has refuted the theory. In western countries popula- 
tion does not respond to increase in wages in the way this 
theory requires. If anything, the reverse is the case; as 
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wages rise the birth rate falls, and the lowest recorded birth 
rates are in those states where the worker has exceptionally 
high wages, namely in Australia and among the native born 
population of Rhode Island and New Jersey.’’ Why this 
should be so is unexplained unless it be by way of contrast 
with the earlier statement that the Subsistence Theory of 
Wages is a “true account of the influences governing the 
remuneration of labor among unreflective and custom ridden 
people, who have never known more than a bare physical 
subsistence.” This is supported by the experience of Egypt 
and India under British control. The inference seems to be 
that Professor Clay does not recognize a population problem 
in an enlightened, twentieth century people. 

A related omission, symptomatic of the underlying phil- 
osophy of the book, is the failure to face the question of 
differences in the inborn qualities of men. Throughout there 
is much emphasis on the facts of inequality of wealth and in- 
come and the resultant loss in satisfaction and welfare. But 
the argument is that the “chief cause of inequality of in- 
come”’ is “the inequality of social opportunity.’’ A corollary 
of this point of view is the treatment of the inheritance of 
wealth. This is declared to be the most important method of 
“acquiring wealth without rendering service’’ and for it no 
defense is stated. Quite the contrary: “The advocates of free 
enterprise and competition should advocate the abolition of 
inheritances; the results of such a policy would be interesting 
and very different from the present system.’’ As a conclusion, 
this is disappointingly weak. 

Outcroppings of the radical and idealistic stream of in- 
fluences are plentiful. We read: “Different systems of 
morality produce different types of economic organization; 
but, just as truly, different economic systems produce dif- 
ferent types of morality; the economic organization is not 
like a motor which will take us anywhere, it will take us only 
in certain directions and may even run away with us.” 
Again, ‘Aristotle defined a slave as a living tool and the 
phrase describes precisely the wage earners in industries that 
have passed through the Industrial Revolution; the ma- 
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jority of government employees are in the same category.” 
And most strikingly in the discussion of division of labor and 
its effects on the workers. “What is it prevents the social 
revolution ? It is not a scientific understanding of the rea- 
sons of these inequalities, or any doubt as to the possibilities 
of reorganizing industry without them, for no study is so 
neglected in England and the United States as the scientific 
study of economic organization. The explanation is largely 
habit, the inertia of uneducated masses, the fatalism that is 
almost inevitable after ten hours a day, five and a half days 
a week, and fifty weeks a year of monotonous toil in a factory. 
But another explanation is that the people who suffer most 
under the present system have the habit of initiative rig- 
orously ground out of them by the system. If they have 
ideas of something better, they have no experience of putting 
ideas into effect.” 

Such passages suggest the age-long conflict between high 
ideals and hard facts; between idealistic and materialistic 
tendencies; between, in this text, the stream of orthodox 
economic theory and the dreams and hopes of idealistic re- 
formers. Professor Clay finds the way out in examining the 
relations of the state to the economic organization, with the 
conclusion that ‘‘there is no adequate ground for the exist- 
ing presumption against state enterprise.’’ We have emphasis 
on the growing field of monopoly, and approbation of the 
English solution of direct state ownership of public service 
corporations. The discussion concludes: ‘Utility to a com- 
munity is one thing, utility to individuals another. Where 
individual values and social values coincide, the supply of 
services can be left to private enterprise; where, as in so 
many cases, they do not coincide, the state, or some other 
public body, must act. In the case of government enterprise 
a commercial loss may be a social gain.’’ 

The concluding chapters effectively present the contrast 
between wealth in the sense of product and wealth in the 
sense of welfare. This is familiar ground enough. Inequali- 
ties in distribution admittedly cause loss in the total of hap- 
piness or welfare. The producer often is sacrificed to the 
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product. ‘‘The principle lacks recognition that workmen are 
entitled to be treated as persons not merely as‘ hands.’”’ It 
is granted also that the state may interfere where clear gain 
in welfare will result even tho wealth, i. ¢., product, may be 
sacrificed. Whether the state can by direct action bring about 
the moralization of the economic organization would seem an 
open question in a democracy. It depends on the attitude of 
the people toward such moralization. And they may fail as 
completely of apprehending Ruskin’s fine idealism as did he 
in comprehending the facts of the economic organization and 
the theories of the economists. Whatever our views of the 
solution proposed, and of the underlying philosophy, thanks 
are due Professor Clay for their consistent, stimulating and 
persuasive presentation. 

CHaRLEs E. PERSONS. 


Boston Universiry CoLLEeGE oF 
Business ADMINISTRATION. 





BERTRAND RUSSELL ON SOCIALISM 


Tue disturbing insistence of the socialist movement has 
drawn the attention of not a few students of philosophy, and 
especially of German Hegelians and Neo-Kantians, to a field 
which must not be left wholly to the politician and the econ- 
omist. Of all philosophers, however, one might expect the 
great English exponent of realism, imbued with the spirit of 
the physical sciences and of pure mathematics, and regarding 
ethical motives as ‘‘a hindrance to the progress of phil- 
osophy,” to be among the last to find his way into the pas- 
sionate world of socialistic thought. As a matter of fact a 
little book on German Social Democracy from his pen ap- 
peared as early as 1896, before he achieved fame as a phil- 
osophical writer; and since January, 1917, three books and a 
number of articles give evidence of the intensity of his 
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concern with the social problem.' He writes, moreover, not as 
a scientist, but in the spirit of an artist and lover of liberty, 
with a keen sympathy for all those human impulses which are 
most thwarted and outraged by the strains and pressures of 
our modern “Great Society.” 

His social theory is expressed in the language of individual- 
ism. “Political ideals must be based upon ideals for the 
individual life. . . . The problem of politics is to adjust the 
relations of human beings in such a way that each severally 
may have as much good as possible.” The good in human life 
comes through the dominance of the creative or constructive 
impulses which aim at “the kind of goods in which there is no 
privacy and no possession.”” They favor reverence for the 
personality of others. Evil comes from the possessive im- 
pulses which “‘aim at acquiring or retaining private goods 
that cannot be shared.’”’ As men’s impulses are molded 
partly by opportunity and environment our institutions 
should be such as to encourage the creative rather than the 
possessive. Capitalism does violence to our better impulses. 
It robs the majority of security and liberty. It commercial- 
izes and perverts the creative impulses when they ap- 
pear. Throughout Russell’s social writings, implicitly and 
explicitly and at almost every turn, we come upon a condem- 
nation of the present order from a point of view predom- 
inantly psychological. It tallies in large measure with the 
opinions set forth by those who are now applying the various 
brands of “new psychology”’ to industrial and political prob- 
lems. But there is no parade of the latest phraseology and we 
are spared all reference to Freud and the Freudians. State 
Socialism (which is taken to include Marxism) is condemned 
on the same grounds as Capitalism, for its menace to freedom 
and creativeness. Anarchism “should be the ultimate ideal 


1 The Principles of Social Reconstruction. 1917. (Published in this country under 
the sensational title, Why Men Fight.) With chapters on The State, War as an Institu- 





tion, Property, Education, Marriage and the Population Question, and Religion and 
the Churches. 
Political Ideals. 1917. A brief and somewhat more syst tic exposition of some of 





the ideas expressed in the previous work. 

Roads to Freedom. 1919. Containing in Part I a review of Marxian Socialism, 
Anarchism, and Syndicalism and in Part II his idea of ‘‘The World as it could be 
Made.” 
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to which society should continually approximate.’’ But it is 
impracticable. Government ‘“‘in itself in some degree an evil 
is necessary to prevent greater evils.’’ State Socialism, 
Anarchism, Syndicalism, tho all ‘calculated to give rise to a 
better and happier world than that in which we live”’ are to 
be rejected in favor of Guild Socialism. 

In Part II of Roads to Freedom, Mr. Russell offers his plan 
for a future society. It adds little to what may be inferred 
from his earlier writings and his critique of other schemes. 
The economic details of the program are exceedingly slight. 
But it is hardly his part to dwell on problems and difficulties 
which the economic specialist is disposed to emphasize. As 
philosopher and psychologist he can point to ideal values for 
which we may strive even tho they shine from a great distance 
and the path that leads up to them is not clearly discerned. 
For matters of economic detail he can shift responsibility by 
referring to Guild Socialism — leave it, say, to the ingenuity 
of Mr. G. D. H. Cole. But as ideals not embodied in some 
concrete institutional form make no appeal, our philosopher 
cannot remain wholly aloof from the problems of economic 
organization. I trust it is not entirely unreasonable to seek 
for some definite views of Utopia. Marx could with some 
reason refuse to write “the kitchen recipes of the future.”’ 
There was an abundance of them on the market at the time. 
But since the Utopians have fallen into oblivion,! we have 
little to engage the economist critics of socialism except the 
grudgingly disclosed outlines of a kind of state socialism of 
which some spokesmen of the socialist movement have 
dreamed. Many of the ablest minds in the movement, how- 
ever, have begun to reject the all-ordering socialist state or 
accept it only as a means of transition to something less 
bureaucratic and closer to the spirit of democracy. While 
most of the critics are still threshing the old straw of state 
socialism, Guild Socialism has entered the field. Its positions 
are not yet fully disclosed. Perhaps when the Guild Socialists 
present the details of their picture of future society, it will 


1 See Tugan-Baranowsky’s able attempt to restore them to favor. Modern Social- 
ism in its Historical Development. Translated from the Russian. London, 1910. 
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turn out to be not greatly different from the state socialism 
which they scorn. 

One of the few economic problems Mr. Russell considers is 
that of remuneration.. He finds acceptable the anarchist pro- 
posal that all the common commodities (the necessaries) be 
supplied gratis and ad libitum and that there be no obligation 
to work; but rejects the anarchist idea that the rarer com- 
modities, the luxuries, should be shared equally. These he 
would reserve for those willing to work. By contenting him- 
self with the necessaries of life, the man “‘ who felt a vocation 
for some unrecognized work of art or science or thought 
would be free to follow his desire.’”’ ‘‘The comparatively 
small number of men with an invincible horror of work .. . 
might lead a harmless existence.’’ Now this plan suggests a 
few questions. Under Guild Socialism a joint committee of 
Parliament and the Guild Congress is to fix prices, while each 
guild is to be free to apportion what it receives among its 
members as it chooses. Mr. Russell does not state who is to 
pay the guilds supplying the commodities which are dis- 
tributed gratuitously. Evidently it must be the government 
{probably the joint committee just referred to) and the 
means of payment must be raised by a tax on the guilds pro- 
ducing luxuries. For the subject of guild taxation we must 
turn to Cole’s Self-Government in Industry, Chapter IX. The 
tax is to be paid by the guilds to the government as a “‘sub- 
stitute for economic rent” for the use of industrial plant. 
The differential or monopolistic gains of any guild could thus 
be drawn off for general distribution. Now in order to assess 
this tax fairly between different guilds, some general stand- 
ard of remuneration for the workers must be established; and 
it is hard to see how under such conditions a guild could be 
free to determine the division of its net income among its 
members. Whatever the standard of remuneration, whether 
based on equality, need, or efficiency, it would have to be 
general and established by some central authority. At this 
point we may also ask how the comparative supply of dif- 
ferent kinds of labor and of different products is to be regu- 
lated. These are not internal questions for the several guilds. 
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They concern society as a whole. But as we try to work out 
in imagination a possible solution for such problems, the 
lengthening shadows of state socialism begin to fall on the 
Guildman’s dream of a free world. Try to penetrate into the 
economics of a well ordered Utopia and always you come upon 
the spectre of centralized power and bureaucracy. Does this 
prove the folly of trying to picture future society as well 
ordered ? Is the Guild Socialist justified in trusting entirely 
to faith that freedom will somehow be preserved ? In regard 
to the problems just raised, all the light Mr. Cole gives us is 
that if prices were fixed by the guilds ‘‘there would certainly 
be an approximation of prices to what we may call ‘ natural 
values.’ The price of each commodity would tend far more 
than nowadays to be determined by the cost of raw materials 
plus the income of the Guildman reckoned on a basis ap- 
proximating more or less nearly to a common time-standard.”’ 
But, says Mr. Cole, ‘“‘the determination of prices is a social 
function” and the “natural economic price’’ is not always the 
best. “Society will probably give free all things which most 
men need in fairly equal measure, and cheap those things 
which it wishes for one reason or another to see more widely 
used.” 

The objections to socialism made from the point of view of 
the Malthusian doctrine are taken lightly by Russell as by 
most socialists. We are told that ‘‘as applied to the civilized 
races of the world this doctrine is becoming untrue through 
the rapid decline of the birth-rate.’”’ Great credit is given to 
Kropotkin’s estimates of the possibilities of enormously in- 
creased food supply, and as Mr. Russell sees “‘no reason to 
suppose that population will continue to increase indefi- 
nitely,” the danger of over-population appears to him too 
remote for consideration. Now the contention of the critics 
of socialism is that if under socialism family and individual 
responsibility for the care and maintenance of children is 
weakened, there will be no adequate preventive check on the 
growth of population. Do away with that social stratification 
by which those striving to rise and those fearing to decline in 
the social scale are led to postpone marriage and limit off- 
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spring, and you have removed another powerful preventive 
check. That the Neo-Malthusian devices on which some 
socialists rely as a defense against over-population will 
operate adequately under socialism is far from assured. It 
looks as if socialists must recognize the necessity of some kind 
of parental responsibility in their scheme of things — as, 
indeed, some of them do. Even if the state or the guilds of 
nurses, doctors, teachers, assume the entire care of the 
children, the parents should be made to bear the full expense. 
The men with an ‘‘invincible horror of work’’ would need to 
take the vow of celibacy or overcome their horror. Now if 
the rate of remuneration for work were graded according to 
age, there might be a general tendency to postpone marriage 
and parenthood until the age was reached at which income 
could be got sufficient for the support of children according to 
the required standard of expense. From the point of view of 
collective efficiency there is for each stage of advance in the 
productive arts and of organization for production, an ideal 
proportion of population to the quantity and quality of land 
available. Possibly by careful adjustment of remuneration 
according to age, a pretty close approximation to this ideal 
proportion could be reached. This may seem a fanciful sug- 
gestion. I offer it for what it is worth to those who hold in 
trust the plans and prospects of our future society. 

There is another point on which it seems desirable that Mr. 
Russell and the socialistic theorists generally should offer some 
definite, even if tentative statements. It pertains to the 
boundaries of economic organization under socialism. Are 
they to correspond to something like our present political 
boundaries ? How about the international economic struc- 
ture? Russia and the United States possibly could make 
themselves economically self-sufficient, but most countries 
are dependent on others to such a degree that they must be 
fitted into an international scheme. How could the relative 
quantities of different commodities desired be obtained and 
the distribution of labor and natural resources between dif- 
ferent lines of production be regulated, when a score of differ- 
ent countries are involved in the problem and especially if 
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some of these are organized as socialist commonwealths, 
while the rest rely on the values of an open market for the 
adjustment of supply to demand? Or is any close relation 
between socialist and non-socialist countries an impossi- 
bility ? Must national boundaries vanish from the map and 
from the minds of men to make socialism possible? And 
must economic imperialism run its entire course before 
socialism can come into its own? To these questions Mr. 
Russell offers no answer. He has some thoughtful remarks on 
the obstacles and aids to international peace, but the com- 
plexities of the economic problem are not considered. 

Mr. Russell has playfully defined pure mathematics as “the 
subject in which we never know what we are talking about, 
nor whether what we are saying is true.’’ In a somewhat play- 
ful sense we may allow this as a description of the economics 
of Utopia. The concept of a perfectly ordered centralized 
State Socialism is one of the recognized devices of thought 
and exposition, one of the working contrasts by which the 
economist enters on an analysis of the present system. In 
judging the results of the existing economic organization too, 
we may apply the collectivist ideal as a standard. But no 
case for or against Utopia can ever be made conclusive. The 
socialist cannot get on without faith, while the arguments of 
his opponent have force only against premature efforts to 
realize the socialist dream. Against most of what is ad- 
vanced by Bertrand Russell, exclusively economic con- 
siderations appear out of place. He speaks to our social 
idealism, and only a hard-boiled believer in force, authority, 
and the depravity of man can escape entirely from the charm 
of his appeal. 

G. A. KLEEN. 


Trinity CoLieas, 
Hartrorp, Conn. 





























THE LITERATURE OF GUILD SOCIALISM 


A New stage in the development of Guild Socialist litera- 
ture is marked by the almost simultaneous appearance of two 
new books, Social Theory by G. D. H. Cole, and National 
Guilds and the State by 8.G. Hobson.' These writers, leaders 
in the promulgation of Guild doctrines since the launching 
of the movement in 1912, have taken widely divergent posi- 
tions regarding both the nature of the state and the position 
of the consumer in the Guildsman’s Utopia. The significance 
of this circumstance is that, after eight years of vigorous dis- 
semination of their ideas, the Guild Socialists have passed the 
stage of largely denunciatory and critical propaganda — in 
which most radical movements begin, and from which few 
emerge — and are now seriously endeavoring to construct a 
system of economic, social, and political theory. They have, 
indeed, traveled so far along this road as to have become 
grouped into fairly well defined schools of thought. More- 
over, since the Guildsmen are mostly middle-class ‘‘intel- 
ligista,’’ many of them more than ordinarily gifted in writing, 
the progress of their thought has given rise to a literature of 
considerable volume and diversity.? 

The germ of the Guild idea was contained in a book which 
appeared six years before the Guild Socialist theory was 
formally introduced to the radical world. In 1906, Arthur J. 
Penty, an architect, published The Restoration of the Gild 
System, in which he revived a long-neglected proposal of 
Ruskin, that the trade unions should emulate the guilds of the 
Middle Ages and take over the control of industry. Besides 
Ruskin,‘ Penty claimed to be following in the footsteps of 

1 Social Theory. By G.D. H. Cole. New York, Frederick A. Stokes, 1920. Na- 
tional Guilds and the State. By 8. G. Hobson. London, G. Bell and Sons; New York, 
The Macmillan Company, 1920. 

2 A chronological bibliography is appended. 

* The Restoration of the Gild System. By Arthur J. Penty. London, Swan Son- 
nenschein, 1906. 

* Fors Clavigera, Letter 89. 
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Carlyle, Arnold, and William Morris. Much in their spirit, he 
idealized the life of the Middle Ages and disparaged that of 
the present. He was particularly opposed to modern ‘quan- 
tity’ production and to machinery, preferring handicrafts- 
manship. He sketched out the main lines of the proposals 
since put forward by the Guild Socialists — monopoly and 
self-government in the various industries by the Guilds, 
the substitution of industrial for territorial representation 
in at least part of the activities now performed by the 
state, and a whole-souled attack upon collectivism as mani- 
fested in the principles and activities of the Fabian Society, 
then approaching the peak of its power.' Penty appears, 
however, to have been like one crying in the wilderness. The 
prestige of the Fabians and the preoccupation of organized 
labor with its newly-founded Labor Party made the drift of 
radical thought set towards a totally different line of action. 
It is true that A. R. Orage, editor of the New Age and today 
a leading Guildsman, published an article in the Contemporary 
Review, urging upon the Arts and Crafts movement that it 
take a more active part in political life, in order that it might 
gain for itself a greater degree of craft autonomy than seemed 
possible under the collectivism whose advent he deprecated. 
Orage, was at that time, however, an ardent Fabian,’ and the 
New Age for that period shows him strongly in favor of the 
policy of the Labor Party.* 

Within six years, however, the face of affairs had under- 
gone a radical change. The Liberal Party’s program of 
“social reform,” particularly the Insurance Act, with its 
compulsory features and its alleged menace to trade unionism, 
had aroused a growing skepticism both as to parliamentary 
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1 In this last he was also following the lead of Morris whose essay on ‘‘ Whigs, 
De its, and Socialists,” repudiating parliamentary Socialism, was delivered before 
the Fabian Society in 1888. Shaw gives a lively account of Morris’ unsuccessful oppo- 
sition to the adoption of the Fabian program of political action. Signs of Change. By 
William Morris (1913 ed.). P. 46. History of the Fabian Society. By E. R. Pease. 
London, 1916. Pp. 167, 168. 

2 Pease, op. cit., p. 188. 

3 The article, ‘‘Politics for Craftsmen,” appeared in the June, 1907, number of the 
Contemporary Review (vol. xli, No. 498). It is erroneously dated 1906 in the preface to 
8. G. Hobson’s National Guilds. 
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Socialism and the collectivism advocated by the Fabians.' 
The failure of the Labor Party to play any more distinctive 
réle in Parliament than that of more or less reluctantly fol- 
lowing the lead of the Liberal Party and supporting its meas- 
ures, had somewhat damped the enthusiasm of organized 
labor for political action. At the same time, the disturbing 
doctrines of American, Australian, and French radical 
unionism and Syndicalism were being introduced to the 
hitherto conservative and tractable British trade unionists.? 
Finally, the great railway, mine, and dock strikes of 1910-12 
gave evidence of a distinctly revolutionary trend among large 
sections of British labor and a tendency on the part of the 
“rank and file” to break away from their old leaders. 

The time seemed propitious to promulgate a new type of 
radicalism, which would at once appeal to the same frame of 
mind that was listening to revolutionary Syndicalism, give 
the restless and ‘‘out of hand” trade unionists a philosophy 
to support their revolt against political action and in favor of 
an aggressive strike policy, and provide a rallying ground for 
the growing group of ‘‘intellectuals”’ who, as the Liberal Party 
and the ‘‘municipal traders ” transformed collectivist pro- 
posals into statutes, were growing apprehensive of the spectre 
of a ‘‘servile State.” 

8. G. Hobson and Orage had worked out such a set of ideas, 
amplified from Penty’s proposals but colored largely by their 
own views and by the events of the time. Under Orage’s 
editorship, S. G. Hobson contributed to the New Age a series 
of articles * in which the phrase ‘‘Guild Socialism” appeared 
for the first time. These articles have since been published 
in book form under the title National Guilds, an Enquiry into 
the Wage System and the Way Out This book is the best 

1 This reaction found striking expression, and was undoubtedly furthered in The 
Servile State. By Hilaire Belloc. London, T. N. Foulis, 1912. 

- be — went on the ‘‘agenda"’ of the Trade Union Congress for the first time 

* Penty contributed an article on ‘‘The Peril of Large Organizations’”’ to the New 


Age for January 11, 1912. Hobson's first article on Guild Sociali was published 
October 10, 1912. It forms Chapter 1, Part II of National Guilds. 


* National Guilds. By S. G. Hobson (ed. by A. R. Orage). London, G. Bell and 
Sons, 1919. 
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representative of the earlier type of Guild Socialist literature. 
It indicts the “wage system ’’ and the practice of “‘ profiteer- 
ing,”’ the word being a Guild Socialist invention; criticizes 
collectivism and political action, and urges upon the trade 
unions a policy of militant agression whereby they are to 
seize control of industry. In all these respects, the book rep- 
resents that body of doctrine adhered to by practically every 
shade of Guild thought, and constitutes therefore a sort of 
Guild Socialist textbook. 

G. D. H. Cole, then a fellow at Oxford, became an early 
convert to the New Age program.' The following year, he 
published his World of Labour.? The book is a study of the 
labor movement in England, France, America, Germany, 
Italy, and Sweden, with particular reference to questions of 
labor policy, trade union structure, and similar questions. 
It is not, therefore, explicitly written in advocacy of Guild 
ideas, but rather, by inference and direct statement, points to 
Guild Socialism as the solution for the various problems dis- 
cussed. This method is followed by Cole through most of 
his works. Cole expresses adherence in general to the Guild 
Socialist ideas as expressed in the New Age. He suggests 
further developments, containing the elements of the theories 
which he has later rounded out. He declares that special 
provision must be made for the consumer and picks upon the 
state as the consumer’s representative. He makes the Guilds 
and the state of equal rank, and proposes a “joint board,”’ 
later called the ‘‘joint Congress,”’ as a medium for settling 
matters in dispute and of common interest. 

Cole has followed this book with a series of others, in 
amazingly rapid succession, and, as already stated, generally 
does not make them direct vehicles of Guild propaganda, but 
rather offers some portion of the Guild program as the 
remedy for whatever particular problem he happens to be 

1 Cole was at that time head of the Oxford group of Fabians. After vainly trying to 
institute a ‘‘reform"” movement within the Fabian Society favorable to Guild Social- 
> se he withdrew from the Society and in 1915 organized the National Guild 


2 The World of Labour. By G. D. H. Cole. London, G. Bell and Sons, 1913, 1915, 
1917, 1919. 
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discussing.’ Of these books, Labour in War Time and Trade 
Unionism on the Railways* do not advance Guild theory 
beyond the stage reached in Cole’s earlier work. The Pay- 
ment of Wages* devotes itself largely to a consideration of 
piece-rates and bonus schemes, generally condemning them 
as leading to overdriving and disruptive of “class conscious- 
ness.’’ It comments favorably, however, on the collective 
contract, which 8. G. Hobson recognizes as “the half way 
stage between existing workshop conditions and Guild or- 
ganization.” 4 An Introduction to Trade Unionism ® is “an 
attempt to set out briefly the main facts and tendencies of 
Trade Union organization at the close of the war,’’ and gives 
particular emphasis to the Shop Stewards Movement. Like 
the collective contract, this development has been laid hold 
on and woven into the Guild proposals, since both are looked 
upon as a means for instituting effective ‘workers’ control’”’ 
over industry. 

In Self-Government in Industry, Cole departs from his 
ordinary practice and undertakes a direct argument for Guild 
Socialism. His own distinctive theories receive complete 
exposition here, particularly his political theory. Cole denies 
to the state any final sovereignty, but considers it simply as 
“primus inter pares” among other “associations.” He does, 
however, concede to the state not only “purely political ” 
functions, but also makes it the protagonist of the consumer. 
In this capacity it is to act as “‘co-sovereign”’ with the Guilds, 
and confer with them through the “joint Congress,’’ par- 

1 The value of this method as a subtle and persuasive means of propaganda among 
the thoughtful trade unionists, at whom much of the Guild effort is directed, is obvious. 
The Labor Research Department, formerly the Fabian Research Department, nomi- 
nated by Cole, appears to be serving as the center for much the same type of ‘‘ peaceful 
penetration.” 

? Labour in War Time. By G. D. H. Cole. London, G. Bell and Sons, 1915. Trade 
Unionism on the Railways. By G. D. H. Cole and R. Page Arnot. London, G. Allen 
and Unwin, 1917. 

* The Payment of Wages. By G. D. H. Cole. London, Fabian Research Depart- 
ment, 1918. 

* National Guilds and the State. By 8S, G. Hobson, p. 182. 

5 An Introduction to Trade Unionism. By G. D. H. Cole. London, G. Allen and 
Unwin, 1918 

* Self-Government in Industry. By G. D. H.Cole. London, G, Bell and Sons, 1917, 


1918, 1919. The fourth edition ‘‘omits two chapters published in previous editions, and 
contains an introductory chapter on the relation of Guilds to the State.” 
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ticularly on such questions as taxation, price, and the alloca- 
tion of capital, as well as quantity and quality of goods and 
services. He further undertakes a more careful account of 
the government of the Guild than is found in earlier Guild 
Socialist literature, showing adherence to the idea of “‘na- 
tional” rather than “local” Guilds, tho admitting a large 
degree of decentralization as regards productive policy. 
Finally, he attempts a more detailed program for bringing 
Guilds into being than had hitherto been undertaken. It 
embodies aggressive extension of control, through “industrial 
action ’’ on the part of the unions, first over the “‘ workshop,”’ 
then over “the product,”’ and finally over “finance.” He 
anticipates desperate opposition to this last stage, and fore- 
sees “‘catastrophic’”’ action in the form of the General Strike 
as necessary to the ushering in of the Guild State. He 
further acquiesces in nationalization as a half way step to 
“guildization” in certain industries, tho not manifesting any 
enthusiasm for it. The “Introduction to the Edition of 1919” 
is important. It marks a further development in Cole’s 
thought. Acknowledging influence by “the Soviet idea,” he 
takes away many of the functions previously given the state 
as representative of the consumer, and places them in the 
hands of a series of regional “ad hoc functional congresses”’ 
of ‘‘consumers, users, and enjoyers’’ of goods and services. 
The state is left, however, with its “political” functions, and 
through the “joint Congress ’’ has a voice in price, taxes, 
and capital accumulation and apportionment. 

His last two books revert to the method of giving a more 
or less impartial discussion of topics upon which Guild 
Socialism bears and urging his doctrines upon the reader. 
Labour in the Commonwealth,' “a book for the younger genera- 
tion,” contains a series of somewhat unrelated chapters on 
such topics as The Labour Movement, The Ruling Classes, 
The Middle Classes, The State, and The Organization of 
Freedom.” The last two give a more theoretical statement 
of his political and social theory than does Self-Government in 


1 Labour in the Commonwealth. By G.D.H. Cole. London, Headley Brothers, 
1918; New York, B. W. Huebsch, 1919. 
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Industry, but add nothing essential. The first chapter on 
The Humanity of Labor contains the most thorogoing 
discussion of the Guild Socialist objection to “the commodity 
theory of labor” that occurs in their literature. Two 
chapters on Labor and Education and Proletarianism are 
largely concerned with a reply to the claims of the ‘‘Neo- 
Marxians,”’ a group as yet relatively unknown in this country. 
The “ Neo-Marxians” appear to have repudiated middle- 
class leadership, and to be attempting to wean away from the 
Guild Socialists the more “class-conscious’”’ workers, as the 
Guild Socialists have been trying to break the hold of the 
Fabians. 

Social Theory,' devotes itself in the main to a carefully and 
persuasively written exposition of Cole’s theory of the state. 
On the basis of a theory of “function ’’ it seeks to provide a 
setting in which to give his own ideas of social organization a 
place. He carries his proposals a step beyond his earlier 
works. He withdraws even more functions from the state 
than he had previously assigned it, and gives them to the 
“joint Congress.’’ To this body he gives the power of “‘co- 
ordination and coercion,” including the power to exact 
penalties for disloyalty to any one of the several “‘co-sovereign 
associations” in society. To this end, the “joint Congress,”’ 
which represents ‘‘the associated functional organizations,’’ 
is given control over the police, the military and the judiciary. 
In other words, the progress of Cole’s theory of the state 
seems to have brought him to the point where, while ve- 
hemently denying the right of the state or any other body 
to complete sovereignty, he sets up nevertheless a new 
“joint body,” possessing all the attributes of a sovereign 
state, if not its name. This is a criticism which the opposing 
group of Guildsmen do not hesitate to make. 

By virtue of his own literary facility, Cole * has secured for 
his views more prominence than have other groups of Guilds- 
men; yet his opinions are by no means the only important 
ones held in the Guild Socialist ranks. There are at least two 
1 Social Theory. By G. D. H. Cole. New York, Frederick A. Stokes, 1920. 

* Hobson, op. cit., p. 126. 
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other distinct schools of thought. Of these, the ‘local Guilds- 
men,” represent the original inspiration imparted to the 
movement by A. J. Penty. He and his followers have stood 
consistently for what his opponents term a “medievalist”’ 
attitude. Not only would they revert to the spirit and the 
handicraft methods of the Middle Ages; they would also go 
back to the medieval emphasis upon local rather than national 
organization. Consequently they reject national Guilds in 
favor of local Guilds, admitting federation, however, among 
the various local Guilds of the same craft. Penty makes his 
case clear in Old Worlds for New,' altho in the preface to this 
book he concedes national Guilds as a step necessary in the 
transition from the present industrial system to the ideal 
that he favors. His most recent work is Guilds and the Social 
Crisis? It is largely a reiteration of the views expressed in 
his earlier works, with particular stress upon his objection to 
large-scale or “quantity”’ production. To this he ascribes the 
present “economic cul de sac,” or overproduction, which he 
holds responsible for the late war and for the revolution 
which he believes to be inevitable in the near future. The 
closing chapter of this book is directed against the ‘‘Neo- 
Marxians,’”’ of whom mention has been made in connection 
with Cole’s Labour and the Commonwealth. The Guild State, by 
G. R. S. Taylor, is a cleverly written second to Penty’s plea. 
The general state of mind of this section of Guildsmen is in- 
dicated by the opening sentences of Taylor’s book: ‘‘There 
is a fantastic rumor . . . that progress is the discovery of 
something new. Whereas, in truth, it is far more often the 
return to something old.” 

A third wing of the Guild Socialists is under the leadership 
of 8. G. Hobson and A. R. Orage, editors of the New Age; 
and since this paper is largely the vehicle for presenting their 
views, it may be called the New Age group. S. G. Hobson’s 
original book, National Guilds, already discussed, indicates 


1 Old Worlds for New. By Arthur J. Penty. London, G. Allen and Unwin, 1918, 


2 Guilds and the Social Crisis. By Arthur J. Penty. London, G. Allen and Unwin, 
1919. 


* The Guild State. By G. R. 8. Taylor. London, G. Allen and Unwin, 1919. 
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the main outlines of the position held by himself and Orage. 
As opposed to Cole, Hobson gives final and absolute sov- 
ereignty to the state, and gives the consumer no special 
representation other than certain rights in regard to the 
“Distributive Guilds.’’ Aside from C. H. Douglas, whose 
work will be taken up at the close of this discussion, 8. G. 
Hobson and Orage have contributed the bulk of Guild 
Socialist economic theory. 

This economic theory appears in 8. G. Hobson’s book, and 
in Orage’s Alphabet of Economics.! Much of their economics is 
taken over bodily from the Marxian analysis, particularly the 
notion of surplus value, and profits as the result of surplus 
value. This point is worth remembering, for the term ‘‘pro- 
fiteering,’ coined by the Guildsmen, is used by them to 
signify the making of profits by extracting surplus value 
from exploited labor. Strenuous objection is also made to the 
“commodity theory of labor.’”” The gold standard of coinage 
is objected to, and labor notes, to be used as token currency, 
are proposed. The most distinctive element of their theory is 
the notion that credit is capital, and that labor power, as a 
means of securing credit, is also capital. 

A second book of 8. G. Hobson’s, Guild Principles in War 
and Peace * adds little, being significant mainly as illustrative 
of the earlier and chiefly destructively critical type of Guild 
literature. His more recent work, however, is of greater 
moment. National Guilds and the State® is a reprint of 
articles originally published in the New Age, many of them in 
the midst of the author’s controversy with Cole over the 
nature of the state and the position of the consumer. Much 
of it is rather a criticism of Cole’s theory than a presentation 
of any new idea on the author’s part. He does, however, 
expand his idea of the state, showing that, altho he believes 
that the state is sovereign, it is also wholly “spiritual” as the 


1 An Alphabet of Economics. By A. R. Orage. London, T. Fisher Unwin, 1917. 

* Guild Principles in War and Peace. By 8S. G. Hobson. London, G. Bell and Sons, 
1918. 

* National Guilds and the State. By 8.G. Hobson. London, G. Bell and Sons; New 
York, The Macmillan Company, 1920. 
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representative of “‘citizenship,’’ which is ‘the greatest fact in 
the life of a democratic people.’ As such, it is ‘without 
function,”’ tho it “‘dispenses’’ all functions. To the Guilds, on 
the one hand, and the ‘‘Administration’”’ or the “‘Govern- 
ment,”’ on the other, the state distributes the major part of 
functions, all economic functions going to the Guilds. The 
military and the judiciary are made directly responsible to 
the state, without the intermediatorship of the ‘‘Govern- 
ment,’’ in order to assure the state’s sovereignty. The author 
claims that the division of “function’’ between the Guilds 
and the “‘government”’ results in the same beneficial balance 
as Cole attempts to achieve by his ‘‘co-sovereignty’’ between 
Guilds and state. More careful provision is made for con- 
sumer’s representation than in the writer’s earlier works, but 
he still maintains that the consumer ‘‘qua consumer”’ is en- 
titled to no special attention other than what he receives 
through the Guild organization, especially the ‘‘ Distributive 
Guilds.” 

The second half of the book is devoted to “Transition,” 
and contains an elaboration of the theory already mentioned, 
to the effect that labor-power is capital. The suggestion is 
made that organized labor “capitalize’’ its “labor monop- 
oly” in such industries as mining, and “issue credit”’ upon 
it, using this credit as a means of gradually securing control 
of its industry. At another place in the same book, however, 
the “equities of expropriation’’ are discussed, and compen- 
sation for the “commercial values’’ of the industries to be 
taken over is repudiated, tho ‘“‘consideration’’ for the “dis- 
possessed ’’ is favored. It is plain that the two proposals are 
inconsistent. In view of the fact that the latter is now be- 
ing repeatedly urged in the columns of the New Age in con- 
nection particularly with the theories of C. H. Douglas, it 
would seem that it is gradually displacing the more rvolu- 
tionary plan of action, at least so far as this group of Guilds- 
men is concerned. 

Three other books, difficult to place in any one group, re- 
main to be considered. Two of these are of considerable 
importance. M. B. Reckitt and C. E. Bechhofer’s Meaning of 
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National Guilds! is an interesting compendium of Guild 
thought, but has little that is not either in the general body 
of Guild doctrine, or in the distinctive views of one or another 
Guild writer. It is interesting as showing a none too success- 
ful effort on the part of its authors to mediate between the 
diverging views of the different Guild Socialist groups. 

Ramiro de Maetzu, a Spaniard, has exercised much in- 
fluence upon both the Cole group and the New Age group 
through his book Authority, Liberty, and Function? It deals 
with a variety of subjects — religious, ethical, and political — 
mainly with the latter. It denies the “libertarian’’ principles 
of natural or “subjective” rights, as well as the ‘“authori- 
tarian” principle manifested in the Prussian state. Instead, 
it holds to a theory of “‘objective” rights, based on the per- 
formance of ‘‘function.’”’ This notion of “function” as the 
basis of social organization and privilege has been seized 
upon by both Cole and his opponents and claimed as a part of 
the justification for their differing ideas, while the term 
“function”? appears with great frequency in all of the Guild 
writings that have appeared since the publication of de 
Maetzu’s work. 

Reference has been made to the economic theories of C. H. 
Douglas, and to the tendency, in connection with his theories, 
for the New Age group to eschew the more drastic policy of 
‘‘expropriation’’ for that of laying hold on “credit power.’ 
Hobson characterizes Douglas’s work as ‘‘an adventure in 
theory,”’* also giving Orage a share of the credit for the 
development of the theory. The application of this theory in 
regard to “capitalizing labor power’? may be due to Orage, 
but the reasoning behind it appears to be peculiar to Douglas. 
His book, Economic Democracy,‘ appears to have created 
something of a stir in other than Guild Socialist circles in 


1 The Meaning of National Guilds. By M. B. Reckitt and C. E. Bechhofer. Lon- 
don, Ceci] Palmer and Hayward, 1918; New York, The Macmillan Company, 1919. 

? Authority, Liberty, and Function. By Ramiro de Maetsu. London and New 
York, The Macmillan Company, 1916. 

* National Guilds and the State. Preface. 

‘E ‘ic Di y. By C. H. Douglas. London, Cecil Palmer and Hayward, 
1919; New York, Harcourt, Brace, and Howe, 1920. 
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England,' and seems likely to prove of importance not only 
to the development of Guild Socialist economic theory but to 
economic theory in general. Douglas is an engineer and 
major in the British Royal Air Force, and has worked out his 
theories as a result of his experience in factory cost account- 
ing. The novel feature of his work is that he has used the 
theory and practice of cost accounting and commercial bank- 
ing as the basis for his economic reasoning. The theory is too 
intricate to be summarized, except as to its conclusions. It is 
concerned with price and distribution. He considers price as 
resting, “‘under free competition,’’ upon “cost plus the mini- 
mum profit which will provide the financial inducement to 
produce.’’ He concludes that a large element of cost is repre- 
sented by capital expenditures, paid for chiefly by the crea- 
tion of ‘‘loan credit”’ issued by the banks and returned to 
them. As a result, the purchasing power available for con- 
sumption is always and progressively less than the price of 
commodities, that is to say, the constant increase of “‘loan 
credit” and consequent expansion of currency increasingly 
“dilutes’’ the purchasing power of the consumer, so that he is 
able to secure a bare margin over subsistence. At the same 
time the “financier” monopolizes the remaining purchasing 
power, spending it partly on luxury, but mostly on further 
manufacture of capital goods — thus aggravating the dis- 
location — and on exports, leading to the “economic sabo- 
tage” of war.? 

The author’s practical proposals are startling. Credit is to 
be considered as “communal credit-capital,’’ which is a 
“measure of the effective reserve energy belonging to a com- 
munity,” and is to be distributed from “clearing houses ”’ 
located in “credit areas.’”’ A sort of capital levy on all claims 
to the National Debt not representing loans out of wages and 
salaries is to be the basis for this credit fund. Price is to be 
fixed at only that fraction of cost representing ‘depreciation 


1 See “*Press Cuttings,” New Age, May 27, 1920. 

? John A. Hobson, in his Evolution of Modern Capitalism and Democracy after the 
War, reaches somewhat similar lusi by a diff t line of r ing, and is 
quoted approvingly by Douglas. 
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or consumption,’”’ the remainder being disposed of through 
mutually canceling drafts on the ‘communal credit ” in the 
“clearing houses.’’ The phrase ‘‘just price” is used in this 
connection, revealing an evident attempt, at least super- 
ficially, to revert to another feature of medieval Guild or- 
ganization beside that of ‘‘self-government in industry,” 
insisted upon by all Guild Socialists. In this way the pur- 
chasing power of the consuming public is always equal to the 
price of the products “in respect to which the purchasing 
power is dispensed,” and the community is to retain control 
over credit and thus control “the policy of production.” 

Credit Power and Democracy, a second book, now appearing 
serially in the New Age, further elaborates the ideas of a 
“just price ’’ and ‘‘control of credit.”” The advocacy, on the 
part of Orage and S. G. Hobson, of trade union action looking 
to the seizing of “‘credit power’ has already been discussed. 
If Guild Socialism follows Douglas, Orage, and 8. G. Hobson 
in this new line of thought, it will logically have to abandon 
many of its characteristic features, chief among them its 
demand for ‘‘expropriation ”’ and the generally revolutionary 
attitude accompanying such a demand. 


Nites H. CaRPENTER. 


Harvarp UNIVERSITY. 
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NOTES AND MEMORANDA 





PROFIT-SHARING IN GREAT BRITAIN! 


THREE earlier reports on profit-sharing in the United 
Kingdom have been issued by the Labour Department of the 
Board of Trade, in 1891, 1894, and 1912. The report of 1894 
was prepared by David F. Schloss, whose prior treatment of 
this subject Methods of Industrial Remuneration remains in 
many ways the ablest study in its field. The material for the 
report of 1912 was gathered by Mr. Schloss; upon his death 
it. was finished by other members of the Labour Department. 
The report for 1920 has fortunately followed throughout the 
model established by Schloss, but has brought the descriptive 
and statistical material down to the year 1919. 

The Ministry of Labour still applies the definition of profit- 
sharing which was formulated at the International Congress 
of Paris in 1889. From this report are, therefore, excluded the 
more modern and widely applicable methods of associating 
employees with employers in the management of indus- 
try. Co-partnership committees following the model recom- 
mended in the Whitley Report have been established in many 
profit-sharing firms, and therefore are subject to incidental 
treatment in this volume; but most workshop committees 
are to be found in firms which utilize other methods of indus- 
trial remuneration to induce incentive on the part of their 
workers, such as piecework, premium systems, commission 
sales, none of which are covered here. Schemes resembling 
profit-sharing which have been applied in municipal trading 
are also excluded. 

On October 31, 1919, there were 182 firms recorded as 
practicing profit-sharing in the United Kingdom, employing 

1 Report on Profit-Sharing and Labour Co-partnership in the United Kingdom. 
Great Britain, Ministry of Labour (Intelligence and Statistics Department). London, 


1920. Pp. viii, 244. Parliament. Papers. Price, 1e. 
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about a quarter of a million persons. These are the survivors 
of some 380 recorded schemes which have been started since 
1829. Only fourteen schemes now existing are of more than 
thirty years standing. Only thirty-six were started earlier 
than the year 1901. The average duration of those which 
failed was about eight and one-half years. 

Profit-sharing is practiced in a variety of trades and indus- 
tries and in firms large and small. Six per cent of 164 firms 
now practicing profit-sharing have twenty-five employees or 
less, 20 per cent have more than 1000 employees, 5 having 
over 10,000 and one nearly 70,000. The usual type of profit- 
‘ sharing is the cash bonus system; this is utilized in 59 per 
cent of all schemes, excluding gas companies, and in 66 per 
cent of those which have been started since 1910 and are still 
in existence. The next largest group is that in which the 
bonus is paid into a savings or deposit account. True co- 
partnership schemes in which the employees receive their 
profits wholly or in part in the form of shares in the company 
are still very rare outside of the gas companies and workers’ 
coéperative productive associations. 

The actual amount of profits distributed looks large in 
certain firms. The South Metropolitan Gas Company, for 
example, has paid more than £770,000 in bonuses in thirty 
years and the employees have over £500,000 invested in 
shares or deposited in the hands of the company at interest. 
Messrs. Lever Brothers, Ltd., have distributed over £700,000 
in ten years. Messrs. J.,T. and J. Taylor, Ltd., have paid over 
£330,000 in bonuses. Yet the average rate of bonus paid for 
the whole period 1901-18 is only 5} per cent of wages, and 
approximately 15 per cent of the profit-sharing firms have 
each year paid no bonus at all. In the year 1918 the average 
bonus for 105 firms (81,833 persons being entitled to partici- 
pate) was £3 13s. 3d. Excluding employees in firms which 
paid no bonus that year, the average bonus to 52,056 partici- 
pants was £5 15s. 2d. The Department of Labour concludes 
that in some instances the profit-sharing was a clear addition 
to wages, but is unable to ascertain how generally this is the 
case. 
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In very few instances do the employees own a large pro- 
portion of the capital. In only two instances do they own 
one half. Outside. of the gas companies, there are only four 
recorded cases in which employees are included on the Board 
of Directors and in only one of these cases do their represen- 
tatives constitute as much as half of the Board. 

In codperative societies profit-sharing has declined since 
the last report was issued. Now only 103 out of 1384 retail 
distributive societies or approximately 7} per cent give any 
share in profits to their employees, altho an average of 220 
engaged in this practice in the ten-year period 1901-10. In 
this same interval the Scottish Codperative Wholesale Society 
has abandoned its practice of profit-sharing, following the 
example of the English society at Manchester, on the ground 
that such bonuses are inequitable and that labor should be 
remunerated by means of trade union rates of wages and best 
possible working conditions. Of the consumers’ productive 
societies only three give any share of profits to employees. 
The productive associations of workers have continuously 
declined throughout this period, their number in 1918 being 
only seventy-six, whereas in 1904 there were 125. Of sur- 
viving productive associations of workers in 1918, only forty- 
four paid a bonus on wages. The ratio of the bonus was 83 per 
cent of wages. It is notable, however, that the percentage of 
employees who are members has increased in these societies, 
and that the share of capital owned by employees and the 
proportion of employees on the central committees of these 
societies have both materially increased. Of agricultural 
codperative societies only seventy-nine out of 387 were shar- 
ing profits with their employees in the year 1916. 

The effect of the war on the profit-sharing movement has 
apparently not been great. In a few instances profits were 
reduced or eliminated by war conditions. In only two in- 
stances were circumstances so adverse as to lead to the liqui- 
dation of the business. The effect of the war was most felt in 
the gas companies, because the rise in cost of coal and other 
materials and in wages obliged these companies to raise their 
charges, which in the sliding scale companies automatically 
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reduced dividends. Several companies continued to pay a 
small bonus to employees after a revision of their scale, and 
other temporary expedients were utilized. The most marked 
effect was the prevention of the establishment of new profit- 
sharing schemes, only from three to five being established 
during each year of the war. The high income tax and excess 
profits duties in some cases reduced the amounts available 
for distribution as bonus. Many of these firms also en- 
couraged investment in government loans rather than their 
own capital stock. In general, however, no marked effect of 
the war on profit-sharing was apparent. 

Periodicity of interest in profit-sharing is noteworthy. The 
years 1889-92, 1908-09, 1912-14 have been periods of rela- 
tive activity in this field. But these were also years of good 
employment combined with industrial unrest. In the first 
ten months of 1919 there were twenty-nine new ventures in 
profit-sharing, which probably indicates a tendency of em- 
ployers to use profit-sharing as a means to combat contem- 
porary discontent. In spite of this renewed interest it is 
questionable whether profit-sharing may be considered to be 
& promising device for the general improvement of industrial 
relations or for the promotion of increased productivity. The 
greater vogue of premium systems as a means to the latter 
end and of shop committees as a means of associating em- 
ployees in the control of industry suggest the obsolescence of 
orthodox profit-sharing. Unfortunately this British report, 
characterized tho it is by painstaking (and unquestionably 
valuable) case-counting and by careful description of both 
existing and defunct enterprises, fails to offer comment on the 
relative values of different types either in the large or in 
detail. It is regrettable that the best informed should as- 
sume that the submission of well-thought-out recommenda- 
tions on future industrial policy is not their prerogative. 


JAMEs Forp. 
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1. Social Problems and Social Policy. Asst. Professors Fonrster and Forp and Mr. 
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4. American Population Problems: Immigration and the Negro. Half-course. Asst. 
Professor FoERSTER. 
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Primarily for Graduates 
3. Criminology and Pen Half-course.] 
5. Recent Theories of ay Red Reform. Half-course. Asst. Professor Forrstzr. 
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ECONOMIC PRIZES 


SEVENTEENTH YEAR 


In order to arouse an interest in the study of topics relating to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, Chairman 
Professor J. B. Clark, Columbia University 

Professor Henry C. Adams, University of Michigan 

Hon. Theodore E. Burton, New York City, and 

Mr. Edwin F. Gay, New York City 


has been enabled, through the generosity of Messrs. Hart Schaffner & Marx 
of Chicago, to offer in 1921 four prizes for the best studies in the economic 
field. 

In addition to the subjects printed below, a list of available subjects pro- 
posed in past years will be send on request. Attention is expressly called to 
the rule that a competitor is not confined to topics proposed in the announce- 
ments of this committee, but any other subject chosen must first be ap- 
proved by it. 

1. The economic effects of the accumulation of gold by the United States during the 

European War. 

. A study of the Policy of the Federal Reserve Board during the War. 

. The course of Foreign Exchange between the United States and the Neutral Coun- 
tries during the War and the period of readjustment. 

. The Probable Future of the Skilled Artisan. 

. The effect of the European War on the Export Trade of Great Britain. 

. The Development of the World’s Production of Meat. 

Class B includes only those who, at the time the papers are sent in, are 
undergraduates of any American college. Class A includes any other 
Americans without restriction; the possession of a degree is not required of 
any contestant in this class, nor is any age limit set. 


A First Prize of One Thousand Dollars, and 
A Second Prize of Five Hundred Dollars 


are offered to contestants in Class A. 


_A First Prize of Three Hundred Dollars, and 
A Second Prize of Two Hundred Dollars 


are offered to contestants in Class B. The committee reserves to itself the 
right to award the two prizes of $1,000 and $500 of Class A to under- 
graduates in Class B, if the merits of the papers demand it. The committee 
also reserves the privilege of dividing the prizes offered, if justice can be 
best obtained thereby. The winner of a prize shall not receive the amount 
designated until he has prepared his manuscript for the printer to the satis- 
faction of the committee. 

The ownership of the co; ht of successful studies will vest in the donors, and it is expected that 
without precluding the use o! Te papers as theses for higher degrees, they will cause them to be issued 
in some permanent form. 

Competitors are advised that the studies should be thorough, expressed in h, and although 
not limited as to le they should not iy codieoe! y po ag They n good Tae es toed with = 
assumed name, the ¢ in which they are presented, and accompanied by a sealed envelope gi the real 
some and address of the — No Raper is eligible which shall have been printed or published in a 
a to disclose the pe | of the author before the award shall have been made. If the competitor is in 


ASS B, the sealed eny should contain the name of the institution in which he is studying. The 
papers should be sent on or before June 1, 1921, to on 


J. Laurence Laughlin, Esq. 
The University of Chicago 
Chicago, Illinois 


on co bo 







































































Some Problems of the 
Peace Conference 


BY 


Charles Homer Haskins ana Robert Howard Lord 





xii + 807 pages. 6 maps. Price, $3.00 


N this volume Professors Haskins and Lord, two of 
the experts who accompanied President Wilson to 
Paris, set forth with intimate knowledge the territorial 
settlements of the treaties, including the relations to 
such questions as the League of Nations. Professor 
ins was attached to the American Delegation as 
Chief of the Division of Western Europe, and was the 
American member of the special committee of three 
which drafted the treaty clauses on Alsace-Lorraine 
and the Saar Valley. Professor Lord served as the 
American adviser on Poland and related problems both 
at Paris and in Poland itself. 


“‘Few experts on subjects so complicated and so much 
in controversy are able to give their work the popular 
touch that both of these scholarly men have given the 
eight lectures included in this volume. Any person who 
has followed even the edges of the discussion as to terri- 
torial readjustments in Europe will delight in the plain- 
ness and the fairness with which the many sides of that 
subject are discussed in this volume.”’ — Boston Herald. 


“Each problem is discussed with a fullness and fair- 
ness and scholarly finish that make the book both in- 
teresting and valuable. ... The Haskins and Lord 
volume will be found particularly valuable at the pres- 
ent hour.” — Cleveland Plain Dealer. 


TO BE FOUND AT ALL BOOKSHOPS 
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din; the present oa and its 
pam RA, 
826 pages, $3.00, postpaid $3.25 


Principles of Banking is the second 
part of the foregoing volume, bound sepa- 
rately, for convenience of institu- 
tions in which a separate course in this 
subject is offered. 

530 pages, $2.00, postpaid $2.15 





Outlines of Economics 
Developed in a Series of 
Problems 


the Department of Political Econom 
- the University of Chicago, J 


A question book for use with the Ma- 
or with a textbook. 
160 pages, 50 cents, postpaid 60 cents 


Exercises in Current 
Economics 
By Hammton, Amberst College 
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118 pages, 50 cents, postpaid 58 cents 


Outlines of Agricultural 
Economics 
By Noursz, University of Arkansas 


ent gobliched to accompany the book 
of selections. Will stimulate and direct 
Borers i study and classroom discussions. 
vers ag subject thoroughly and inde- 


a all 50 cents, postpaid 54 cents 


Exercises and Questions 
for use with Principles of 
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By Mov ron, University of Chicago 
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tive questions and ns lems 
which develop an wi the 


facts and views presented in the ia book of 
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Readings in the Economics of War 
By. Guse, University of Chicago, Hammron, Amherst College, Movuiton, University of 


This volume of Readi 


has been prepared with a double end in view: First, to render 


available in concise form the mass of material of an economic nature getaiaing to the world 
1 


war and to organize this material in such a way as to make it serviceable as a 


undation for 


courses in the economics of war and reconstruction; second, to provide material which may 


be used in a collateral capacity in connection with 


courses in economics, 


668 pages, $3.00, postpaid $3.20 


The University of Chicago Press 
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Foreign Rights and 
Interests in China 


BY 


W. W. WILLOUGHBY 


Professor of Political Science at the Johns Hopkins 


University; Legal cAdviser to the 
Chinese Republic, 1916—17 


614 pages. 8vo. $7.50 


HIS volume provides a statement of the 
rights of foreigners and the interests of 
foreign states in China as recognized im trea- 
ties with or relating to China or in other docu- 
ments of an official or quasi-official character. 
Because of its comprehensive and authorita- 
tive character, the work will be indispensable 
to merchants or banks having commercial or 
financial interests in China, to diplomatic and 
consular officials, to students of Far Eastern 
international politics, and to scholars inter- 
ested in the history and present political and 
legal institutions of China. 


The Johns — Press 
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HARVARD ECONOMIC STUDIES 


The Harvard Economic Studies are published as inde- 
pendent volumes of uniform octavo size, separately 
paged, and in cloth binding. 


Vol. I. The English Patents of Monopoly, by William Hyde 
Price, Ph.D. Price $2.00. 

Vol. Il. The Lodging-House Problem in Boston, by Albert 
Benedict Wolfe, Ph.D. Price $2.00. 

Vol. III. The Stannaries: a Study of the English Tin Miner, 
by George Randall Lewis, Ph.D. Price $2.00. 

Vol. IV. Railroad Reorganization, by Stuart Daggett, Ph.D. 
8vo. Price $2.50. 

Vol. V. Wool-Growing and the Tariff, by C. W. Wright, Ph.D. 
8vo. Price $2.50. 

Vol. VI. Public Ownership of Telephones on the Continent of 
Europe, by Arthur Norman Holcombe, Ph.D. 8vo. Price $2.50. 

Vol. VII. -Lhe History of the British Post Office, by Joseph 
Clarence Hemmeon, Ph.D. 8vo. Price $2.50. 

Vol. VIII. The Cotton Manufacturing Industry in the United 
States, by Melvin Thomas Copeland, Ph.D. 8vo. Price $2.50. 

Vol. IX. The History of the Grain Trade in France, 1400-1710, 
by Abbott Payson Usher, Ph.D. Price $2.50. 

Vol. X. Corporate Promotions and Reorganizations, by Arthur 
Stone Dewing, Ph.D. Price $3.00. 

Vol. XI. The Anthracite Coal Combination in the United States, 
by Eliot Jones, Ph.D. Price $2.00. 

Vol. XII. Some Aspects of the Tariff Question, by Frank William 
Taussig, Ph.D., Litt.D. Price $2.50. 

Vol. XIII. The Evolution of the English Corn Market from the 
Twelfth to the Eighteenth Century, by Norman S. B. Gras, Ph.D. 
Price $3.00. 

Vol. XIV. The Development of the Doctrine of Adaptation as a 
— of Social Progress, by Lucius Moody Bristol, Ph.D. Price 
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